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The Economic Bulletin for Latin America has been published by the secretariat of the 
Economic Commission for Latin America twice yearly since 1956. The essential purpose of this 
periodical is to provide a résumé of the economic situation of the region designed to supplement 
and bring up to date the information published in the Commission’s annual economic surveys. 
Apart from this summary, which is to appear in every issue, special articles on different subjects 
related to the economy of Latin America are included, as well as informative and methodological 
notes. 


The ECLA secretariat assumes entire responsibility for the Bulletin. Its content—intended 
for the information both of public officials and of the general reader—was not submitted to the 
Commission’s member Governments before publication. 


Since October 1958 the Bulletin has regularly included a Statistical Supplement. This sub- 
sequently became large enough to warrant separate publication, one issue being published in 
1960, another in 1961 and two in 1962, each being bilingual with the corresponding table of 
contents. Since 1964, a new publication, the Statistical Bulletin for Latin America, has been issued 
twice a year, to provide the public with a regular flow of statistical data on economic matters. 
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Three dots (...) indicate that data are not available or are not separately reported. 
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An asterisk (*) is used to indicate partially or totally estimated figures. 

“Tons” and “dollars” are metric tons and United States dollars, respectively, unless otherwise stated. 


Minor discrepancies in totals and percentages are due to rounding. 


iv 


INTRODUCTION 


The aim in preparing this document has been 
. examine the difficulties encountered in Latin 
merican industrial development with a view 
. defining policies, or rather economic policy 
lidelines, that would help to strengthen and 
yeed up its progress in the future. All this, 
joreover, as part of a more general aim of 
ipplying the necessary background information 
hich, together with other factors, could lead to 
2 economic and social development strategy 
yx Latin America within the United Nations 
rogramme for the second Development Decade. 


Since all aspects of industrial development 
re very closely linked, and itis difficult to 
msider the performance of the manufacturing 
ctor separately from that of other sectors of 
onomic activity, it has been thought necessary 
» give a brief summary of the fundamental 
roblems and obstacles in order to make it 
usier to analyse the industrial development 
olicies that have led to the current situation 
id problems of industry, and to evaluate these 
olicies as instruments for the attainment of 
asic economic and social development ob- 
ctives during the coming decade. 


An analysis that is confined to the industrial 
ctor is of necessity incomplete and provisional. 
ecause all aspects of industry are so closely 
nked, this analysis can only be the first in a 
ries of steps through which the assumptions 
ad conclusions relating to the industrial sector 
ill have to be gradually and _ reciprocally 
rought into line with the assumptions and 
mclusions emerging from analyses of other 
spects of economic activity which are of par- 
cular relevance to the functioning of the in- 
ustrial sector, for example, the performance of 
e agricultural sector, income distribution, and 
ie anticipated trends of the external sector. 
his analysis of industry is therefore provisional, 
| the sense that adjustments may be necessary 
. make it compatible with the conclusions to 
e reached on the other components of a 
rategy for economic and sccial development. 


Some word may be appropriate here on the 
proach to industry in Latin America adopted 
| this document. It is designed to encourage 
ie development of new and more effective con- 


cepts for future industrial policy or for the 
over-all economic policies which most influence 
the direction of industrial development. It has 
necessarily had to be based on a critical ap- 
praisal of past experience showing the limita- 
tions and disadvantages of some of the policies 
that have been followed. However, the object of 
the exercise has not been to present a detailed 
account of the historical experience of industrial 
development as such in Latin America, or of 
industrialization policies either individually or 
within the historical context in which they were 
conceived and applied. If the method of evalua- 
tion adopted had been to determine how far the 
policies applied were justifiable in the historical 
circumstances at the time, then the conclusions 
of this study might well have been very dif- 
ferent in many cases, and the picture given 
would probably have been less critical and 
pessimistic. But this is not what the secretariat 
had in mind. An attempt has been made to 
draw a picture—of necessity brief and confined 
to the factors that seem to constitute a common 
denominator among many countries in the re- 
gion—of the current situation and the recent 
past, and to evaluate this situation and the in- 
dustrial policies underlying it in terms of future 
requirements for the development of Latin 
America. This critical summary has not been 
designed as an analysis of a particular historical 
experience—nor would it be valid if that were 
its aim; its only justification is the desire to 
fulfil the purposes outlined above. 


It is not possible to design an industrial 
development policy in isolation without regard 
for the major currents of economic and social 
development. Since the present document is 
preliminary and tentative in nature, owing to 
the complexity of the subject and the extremely 
limited amount of time available for its prep- 
aration, it has not even been possible to attempt 
to place it within a broader view of the 
prospects and policies for the economic and 
social development of Latin America. It there- 
fore simply gives a rough outline of some 
approaches to industrial policy which it would 
seem appropriate to bear in mind within the 
context of an economic and social strategy, 
without claiming to provide a comprehensive 


1 


and coherent picture of industrial policy or to 
bring the individual policies suggested into line 
with the more general framework of the policies 
that will have to be worked out subsequently. 
In addition, since the aims of this document are 
linked with the second Development Decade, 
the policy measures or guideliness suggested 
have been chosen on the basis of their feasibility 
during the Decade. It goes without saying that 


the suggestions made are still quite general in 
nature, owing to the great diversity present in 
the Latin American countries in terms of ca- 
pacity for, and conceptions and levels of, in- 
dustrial development. 

This outline of the salient characteristics o! 
industrial development in Latin America i 
therefore intended simply as a basis for discus: 
sion of the future action that will be required 


INDUSTRIAL DEVELOPMENT IN LATIN AMERICA 


CHAPTER [| 


THE PRESENT STAGE OF INDUSTRIAL DEVELOPMENT IN LATIN AMERICA 


1. SCALE OF THE MANUFACTURING SECTOR AND 
FEATURES OF ITS DEVELOPMENT 


If the trends of the last few years are 
maintained, it is estimated that, by 1970, the 
Latin American manufacturing product will have 
reached a value of close to 25,500 million 
dollars at 1960 prices. The fact that it will 
constitute just under 24 per cent of the region’s 
total gross product is a measure of its im- 
portance as a sector of production.? 

As the industrial product represented 22 per 
cent of the total product in 1960 and ten years 
earlier had amounted to only 19 per cent, it is 
clear that manufacturing industry has been 
developing more vigorously than the rest of the 
regional economy during the last twenty years. 

Although its development has taken place in 
the context of slow growth for the product as 
a whole, its trend contrasts favourably with 
that of agriculture, whose contribution to the 
product dwindled from over 24 per cent in 
1950 to about 22 per cent in 1960 and is 
unlikely to be more than 20 per cent by 1970. 


The industrialization coefficient for the region 
as a whole has varied widely from one country 
to another; it is now 11] to 12 per cent in Bo- 
livia and Haiti and 34 per cent in Argentina 
(see table 1). 

The internal structure of Latin American in- 
dustry has changed radically in the course of 
its development over the last two decades. To 
give one example, the contribution of the dif- 
ferent branches of industry to the value of 
ageregate industrial production has varied enor- 
mously. 


1 The figures given in this section are only rough 
estimates and in some cases differ from those presented 
in such ECLA documents as “América Latina y el 
Simposio Internacional sobre Desarrollo Industrial” 
(E/CN.12/L.34), presented at the International Sym- 
posium on Industrial Development, Athens, 29 No- 
vember-10 December 1967. The differences are due to 
variations in the exchange rates at which national cur- 
rencies have been converted into dollars. 


As table 2 indicates, the food, beverages and 
tobacco industries, which represented 36 per 
cent of the total in 1950, saw their share shrink 
to 29 per cent in 1960, and it will probably 
drop to 26 per cent by 1970. The experience of 
the textile, footwear and clothing industries has 
been similar, if on a lesser scale: from 23 per 
cent in 1950 their share decreased to 17 per cent 
in 1960 and is expected to be roughly 13 per 
cent in 1970. The chemical and petroleum 
products industries, on the other hand, expanded 
their share from 10 per cent to 14 per cent 
between 1950 and 1960, and it is estimated 
that, by 1970, it will be over 17 per cent, while 
the contribution of the metal-transforming in- 
dustries rose from 9 to 18 per cent during the 
same ten-year period and is expected to climb 
to 21 per cent over the next ten years. Basic 
metals and pulp and paper have also achieved 
increases, but on a rather more restrained scale. 

Thus the sectors known as the traditional in- 
dustries have been rapidly declining in im- 
portance, while the dynamic industries have 
been coming to the fore, although their rate 
of growth has been slowing down gradually 
over the last few years. 


As far as magnitude is concerned at least, 
this line of development is basically determined 
by the trend of events in the more industrially 
advanced countries of the region because of 
the weight they carry in the total figures.” 


The food, beverages, textiles and clothing 
industries, which are long-established in those 
countries, have lately been developing slowly 
in keeping with the rate of population growth, 
encouraged, in some cases, by external demand 
for traditional products or the introduction of 
new products. The basic metal industries, which 
were founded more recently, although even so 
they date back to 1950 or still earlier, have 
followed a trend that has been closer to that of 


2 Particularly Argentina, Brazil and Mexico, which 
account for about 80 per cent of the industrial product. 
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Table 1 


LATIN AMERICA: SHARE OF THE INDUSTRIAL 
PRODUCT IN THE TOTAL GROSS DOMESTIC 
PRODUCT, 1950, 1960, 1967 


(Percentages) 

Country 1950 1960 1967 
Argentina’ “..)2eeeeas.ccter 29.4 32.2 34.1 
Bolivia” Gisiod x cGiestisee create 11.9 10.2 10.8 
Brazil’ ..oscesteeas trees 15.1 21.4 21.6 
Chile) “255.05 eae eet ANP) 23.7 25.8 
Colombia.) oj. ho taste h cet 14.2 17.0 18.2 
Costin iticd. vas sion: see 9.5 ial 14.0 
Dominican Republic 11.9 14.0 14.6 - 
Keuadory . Mas. 4e. Bet. J 15.7 15.6 16.8 
BI eSalvadores sais. .fh\2 1 12.0 13.6 17.2 
Cuatemalal! 22). BIR; 10.1 10.5 12.9 
Parti Sees a Stee. Se 11.1 12.2 11.8 
Honduras | "th ese enters 8.4 PAN 14.8 
INCOxICO5 tase otieence es 19.9 23.3 25.6 
INFGATASTIA Ge er nests te eee 9.4 iN FL 12.3 
Panama. 12. f0 q-cbains fae 8.2 12.8 16.0 
Raraonay, boots. Sasac 19.4 17.3 18.2 
PGE, topic nea. oee cee 14,1 16.7 19.3 
Uruguays soseHecn): betes « 7.3 21.2 21.0 
Venezuela . ey. God Bk. 8.0 10.6 13.4 

FOTAr Jar 21.7 P| 


Source: ECLA, on the basis of country data. 
aExcluding Cuba, Guyana, and Trinidad and To- 
bago for want of information. 


the total product after their initial upsurge, 
while the metal-transforming industries made 
tremendous strides during the nineteen-fifties 
with the inauguration of the motor-vehicle in- 
dustry and began to slow down in the sixties 
as the first flood of requirements was satisfied. 


Trends in the other Latin American countries 
have been similar up to a point, but with dif- 
ferent proportions and timing. For instance, in 
the intermediate-level countries, the basic metal 
trades surged forward in the nineteen-fifties, 
and so did the metal-transforming industries in 
the next decade, both from very low starting- 
points. In the relatively less developed countries,’ 
on the other hand, new additions are still being 
made to the production capacity of the tradi- 
tional industries while the dynamic industries 
have become bogged down in the early stages 
of development. In 1960, the food, beverages 
and tobacco industries were still accounting for 


3 Bolivia, Ecuador, Paraguay and the Central Ameri- 
can countries, in particular. 
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about 45 per cent of the industrial product and 
textiles and clothing manufacture for 23 pel 
cent, but these proportions are expected to de 
crease to 40 and 20 per cent respectively by 
1970. On the other hand, the basic metal trades 
are virtually non-existent and the metal-trans 
forming industries, which represented 2 per cen’ 
of the industrial product in 1960, may cree 
up to about 4 per cent by 1970. 

Side by side with these trends, traditiona 
artisan-type activities have been ousted by factory 
industry of a more modern kind, and thei 
displacement is speeding up as the countrie: 
reach more advanced stages of development 
For instance, in the last group of countries 
artisan-type activities represent about 40 per 
cent of value added in industry and large-scale 
industry 29 per cent, whereas the equivalent 
figures are 24 and 53 per cent in the more 
developed countries of the region. 


Even if the size of the domestic market ir 
those countries is regarded as having been ¢ 
decisive factor in that respect, the same situa: 
tion has obviously occurred in each of the Latir 
American countries, however small, under the 
pressure of technological progress. 


The replacement of crafts by factory-typé 
industry has been a very gradual process, how 
ever, even in the more developed countries 0: 
the region. This indicates that there are seriou: 
barriers to the introduction and widespreac 
adoption of modern forms of production in eack 
country. 

Despite the difficulties, Latin American in 
dustry has developed sufficiently to supply < 
growing proportion of regional demand foi 
manufactures. Nevertheless, there is still a wide 
range of products, whose importance varies ir 
accordance with the branches of industry con 
cerned, which are not produced in Latin Americe 
in sufficient quantity or with the right level o! 
quality. 


Imports of manufactures to supplement do: 
mestic production have risen to a value of nearly 
10,000 million dollars in the last few years, with 
about 52 per cent corresponding to capital goods 
30 per cent to intermediate goods and _ the 
balance of 18 per cent to consumer goods. 


Exports of manufactures from the region have 
been growing rapidly, but have not yet become 
really significant, since, if manufactures with 
a very low degree of processing (roasted coffee 
washed wool and so forth) are excluded, the 


4Establishments employing from 1 to 4 persons aré 
of the artisan type, while those with 100 or more are 
classified as factory industry. 


Table 2 


LATIN AMERICA: STRUCTURE OF THE GROSS VALUE OF INDUSTRIAL 
PRODUCTION BY GROUPS OF INDUSTRIES, 1950, 1960 AND 1968 


Industrial group 


20 atel ecc56 od arta Chae tm re alae 
21-22 Beverages and tobacco ........... 
23 MICROM COMMA IEE oe s1c.5.<\e,lvlerst sere cine) ot6'0 
24 Footwear and clothing ............ 
25-26 Wood and furniture .............. 
27 Paper and paper products ........ 
31-32 Chemicals and petroleum products.. 
33 Non-metallic minerals ............ 
34 ASE IMeLals tits. PSEt. Pati stotie,<cle« 
35-38 Metal transforming ............... 
28-30° 

39 Printing, rubber and miscellaneous 


TOTAL 


1950 1960 19688 
27.8 22.8 20.5 
8.1 6.1 5.8 
16.6 122 10.0 
6.6 5.0 3.7 
3.4 3.0 an 
2.4 2.5 3.4 
10.2 13.9 16.7 
4.5 3.8 4.0 
4.3 5.9 6.6 
9.4 18.6 20.7 
6.7 6.2 5.9 
100.0 100.0 100.0 


Source: ECLA, on the basis of country data. 


a Estimates. 


remainder will be worth less than 1,000 million 
dollars a year.© Of these exports, 85 per cent 
represent transactions in intra-regional trade, 
and only 15 per cent go to foreign markets. 


The foregoing figures indicate that the per 
capita supply of manufactures in Latin America® 
must have increased from some 200 dollars in 
1950 to 270 dollars in 1960, and may roughly 
be expected to be just over 300 dollars by 1970. 


Although the last figure is a good deal higher 
than for Africa and Asia, it is far below the 
present level of the developed countries in 
Europe or of North America. Any attempt to 
close the gap between Latin America and those 
countries would necessitate enormous efforts on 
a far greater scale than any made in the last 
twenty years or so. 


The development of the industrial sector and 
its trend of internal structural change have, in 
fact, been flagging gradually but unmistakably 
in the last few years. The growth rate of the 
gross industrial product for the region, which, 
in 1950-60, was as much as 6.3 per cent, dropped 


5 Excluding petroleum products as well. The figures 
are again approximate and, in this case, have the addi- 
tional drawback of a lack of clarity in the definitions 
of manufactures and semi-manufactures, especially when 
the industrial process and the primary activity are in- 
extricably mixed in the same unit of production (metal 
smelting, coffee roasting, etc.). 

6 Calculated by adding the gross value of industrial 
production to the value of imports and then subtracting 
the value of exports. 


to 9.4 per cent between 1960 and 1968 (see 
table 3). 


Table 3 


LATIN AMERICA: GROWTH RATES OF THE 
TOTAL GROSS DOMESTIC PRODUCT AND OF 
INDUSTRIAL PRODUCT, 1940-68 


(Annual cumulative rates between end years) 


Growth rate Growth rate 


. of total of indus- Ratio of 
Agta Rea i a product (1) si: Q) 
(2) 
1940-50" See ot 5.0 6.8 1.4 
POSV60R Mitek autres: 4.7 6.3 133 
TOGO.G8 2 ra ate che ats 4.5 5.4 ee 


Source: ECLA. 
aBased on preliminary estimates for 1968. 


Although the total product is also expanding 
less rapidly the fact that the growth elasticity 
of industry has dropped from 1.4 in the early 
nineteen-fifties to less than 1.2 towards the end 
of the sixties shows that industry has ceased to 
be a driving force in the Latin American eco- 
nomy; instead, it has simply become one of a 
number of sectors with no special power to 
galvanize the others. Mcreover, the branches 
of industry whose development has slowed down 
most appreciably in the last ten years have 
been precisely those which had the highest 
growth rates at the beginning of the period— 
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basic metals, metal transforming and even chemi- 
cals. This explains the increasingly sluggish 
tempo of change in the internal structure of the 
different branches of industry. 


These developments are given added signi- 
ficance by the fact that the regional industrial 
product has lost ground in the world total 
(dropping from 3.1 per cent in 1950 to about 
2.5 per cent in 1968). This is all the more 
serious in that Latin America’s share of the 
world population increased from 6.5 to 7.5 per 
cent during the same period. 


Within the gradual devitalization of industrial 
growth as a whole, there are, however, quite 
important differences between the individual 
countries. In Colombia, Peru, and, above all, 
Mexico, the industrialization coefficient has been 
rising fairly steadily, and the same may be said 
of the Central American countries and Vene- 
zuela, although the levels attained are still very 
low. In Argentina, Brazil, Chile and Uruguay, 
on the other hand, the coefficient in 1968 was 
only a little higher than at some points in the 
nineteen-fifties, and in Bolivia, Haiti and Para- 
cuay it has fallen below its level during that 
decade. It is the sum total of these trends that 
determines the general evolution of Latin 
America.” 


This loss of momentum is of course partly 
due to some factors that have been consistently 
blocking the general development of the region, 
such as unfavourable terms of trade, little 
demand in the agricultural sector, shortcomings 
in the transport and electric energy systems, 
and specific factors in individual countries, such 
as natural resources and past history. 


It has also been influenced by some of the 
characteristics of the industrial sector itself 
which, to one degree or another, exist in all 
the Latin American countries and must be 
modified if the region is to make greater pro- 
gress in the next decade. 


It would be useful therefore to spend some 
time on examining the factors which seem to 
have had the greatest impact on the develop- 
ment of the sector over the last few decades, 
namely the production methods used, their effi- 
ciency and productivity, the institutional frame- 
work of industry, sources and modes of financ- 
ing, utilization of manpower and, lastly, the 


7™No attempt is made here to describe groups of 
countries, but simply to indicate the different growth 
trends of national industry, which are dictated by a 
variety of situations as regards both relative degrees of 
development and other aspects, some of which will be 
analysed in subsequent chapters. 
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integration process and competition in world 
markets. 


vss TECHNOLOGY, EFFICIENCY AND PRODUCTIVITY 


The impetus built up by industry in the early 
stages of import substitution derived from the 
wide field covered by this process and the fact 
ihat the industries that were being created were 
able to supply requirements that already existed. 
As import substitution went deeper in that 
respect, its possibilities were increasingly limited 
by the fact that the manufacturing processes 
required became more and more complex while, 
as soon as the-pent-up demand had been satis- 
fied, the market for the new products moulded 
itself to the needs arising out of the countries’ 


~~ 


own growth. In other words, import substitution — 
became more directly dependent on the general 


process of economic growth. While these ob- 
servations trace the past course of industry in 
Latin America and explain its decline, especially 
in the last few years, they also indicate an area 


for which a number of economic policy measures — 


should be framed, particularly in relation to 


ihe technica] and operational level of manu-~ 
facturing. In fact, the obstacles currently faced 


by indusiry in its attempt to introduce new 
products, such as the small size of the consumer 
market, which make it difficult to speed up 
the rate of industrial growth, are closely linked 
with certain technical characteristics of the 
production process. The kind of technology or 
the level of technological progress achieved are 
a decisive factor in determining whether industry 
is to forge ahead with import substitution and 
improve its competitive status by enhancing its 
efficiency and productivity. As import substitu- 
tion was carried on under heavy tariff protection 
with the aim of settling balance-of-payments 
problems rather than of laying the foundation 
for a healthy and vigorous industrial sector, it 
is readily understood why technical problems 
should not have occupied the key position they 
have today. This change of attitude is not due 
to the disappearance of external sector problems. 
On the contrary, these problems have increased 
in that the structure of imports is now less 
elastic for the economy in general and for in- 
dustry in particular, as a result of the very 
process of substitution, which brings new pres- 
sures to bear on imports of raw materials and 
intermediate goods essential for industry, and 
which, by altering the structure of imports, 
adds, in both absolute and relative terms, to 
the proportion of capital goods, formerly the 
least affected by import substitution. This trend 
of events is precisely one which can be dealt 


with only through a more technical approach 
‘to economic policy-making, since the products 


that must now begin to be replaced have more 


need of economies of scale and require pro- 


duction methods for which fuller and more com- 
plex technical know-how is necessary. Moreover, 
external savings play a major part in the manu- 
facture of such products, and the achievement 
of acceptable levels of efficiency and productivity 
by industry largely depends on its technological 
resources. 


This does not mean, however, that the in- 
dustrial park created in those circumstances was 
neutral in its effects, or that the industrial 
growth which took place under the spur of 
import substitution merely helped to solve bal- 
ance-of-payments problems. There was much 
that was positive in that stage, which may be 
described as the germination of industrial ac- 
tivity. What must be stressed, however, is the 
need for industry to concentrate on consolidat- 


ing the process of substitution during its next 


phase of growth, and to do so, it must have 
access to modern technology and achieve higher 
levels of efficiency and productivity. 


These considerations, which are inspired by 


‘a general review of the situation in Latin 


America, are applicable to every country, 
although their implications and significance vary 
from one to another and even among the dif- 
ferent branches of industry. Very broadly, they 
are more germane to the countries where in- 
dustry has advanced the furthest and has a 
more diversified structure. Their relevance to 
the individual branches of industry is greatest 
for those in which the introduction or efficient 
development of such factors in terms of invest- 
ment and production costs is more dependent 
on economies of scale, or in which techno- 
logical innovations are continually, being made. 
Cases in point are many capital and durable 
consumer goods industries, those producing 
certain basic goods and intermediate chemical 
products, the steel and pulp and paper in- 
dustries, and the manufacture of semi-processed 
non-ferrous metal products, particularly of cop- 
per and aluminium. 


This chapter does not pretend to deal exhaus- 
tively with the subject. It is simply concerned 
with indicating the broad areas in which re- 
medial action should be taken or incentives 
offered, in order to establish certain criteria 
and guidelines for determining the policy instru- 
ments which should be used. 


(a) Technology 


Technological problems crop up in existing 
industry and are bound to arise in the future 


in the manufacture of products that are tech- 
nically more complex. The nature of these prob- 
lems is the same in both cases in that they 
relate to common aspects such as the sound 
selection of production processes, the assimila- 
tion and transfer of know-how, the engineering 
and design of processes and equipment, and 
technological research. Moreover, the ultimate 
objective of technology, which is to deploy the 
resources available in the most efficient way in 
order to produce at the lowest possible cost, is 
also the same in both cases. There is, however, 
an important distinction between existing and 
future industry which must be pointed out, 
namely, that the technological decisions to be 
taken for the future cannot be dissociated from 
present conditions in that the increase in the 
technical content of future manufactures must 
be accompanied by a corresponding rise in the 
technological level of industry. It is impossible 
to obtain really good results from technology 
if it is superimposed on existing characteristics 
and conditions. Manufacturing can of course be 
started in a vacuum, but such cases are the 
exception to the rule and can contribute little 
to the spread of know-how and the general im- 
provement of the level of technology. Conse- 
quently, it is essential to analyse and understand 
the present situation if sound policies are to be 
formulated for the future. 

One of the characteristics of industry in Latin 
America has been its close dependence on the 
industrialized countries in questions of tech- 
nology. In view of reasons for this and the 
inability of the existing institutional set-up to 
offer industry any real incentive, it is fairly 
clear why there were remarkable differences in 
the kind of technology adopted, not only between 
countries and branches of industry, but also 
within one and the same branch. In Latin 
America, a whole host of branches of industry 
that are relatively more developed and have 
shown greater initiative in incorporating new 
techniques coexist with others that are backward 
and seemingly indifferent to the need to improve 
their production technology while enterprises 
that are technically more efficient and up-to-date 
are found side by side in the same branch of 
activity with others that are antiquated in both 
senses. Generally speaking, and with all due 
reservations, it may be argued that the techno- 
logical differences are closely associated with 
the amount of market competition, the age of 
the industry, its sources of financing and their 
connexions with foreign firms, the nature of the 
enterprises and their business flair. Differences 
of the same kind also exist between countries, 
for the same reasons. Furthermore, the techno- 
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logical level of even the best-endowed firms is 
generally lower than in the industrialized coun- 
tries. 


It is difficult to assess the true scope and 
significance of these events owing to the frag- 
mentary nature of the data available, and the 
situation has to be reconstructed from a few 
statistics and indirect sources of information. 
Table 4 brings together data on the supply of 
energy per person employed in selected Latin 
American and other countries, as a guide in 
interpreting the differences in production meth- 
ods. This table shows, in the first place, that 
there is little energy available for each em- 
ployed person in the different branches of Latin 
American industry. An exception is Venezuela, 
probably because its industrial sector was estab- 
lished more recently and the level of wages is 
higher than elsewhere in the region. Major dif- 
ferences between the Latin American and the 
more industrialized countries are to be found 
in the industries producing rubber, wood and 
cork, chemical products, pulp and paper, pe- 
troleum products, non-metallic minerals, basic 
metals, machinery, including electrical equip- 
ment, and transport equipment. In these, the 
degree of mechanization is nearly five times 
lower than in the United States and somewhat 
lower than in Italy, the other non-Latin-Ameri- 
can country included in the table. The disparities 
are less marked in the other cases, but are 
nevertheless significant, and high indexes are 
found in some instances, e.g., the textile and 
clothing industry in Mexico, which has a higher 
index than its counterpart in the United States, 
and the beverages and leather industries in Co- 
lombia, which are on much the same level as the 
United States in that respect. However, the 
quality and comparability of the data preclude 
a more exhaustive analysis, and the only con- 
clusions that can be drawn are the generaliza- 
tions set down above. 


One factor worth stressing is the rate of tech- 
nological progress in the region, which can be 
deduced from the increases that have taken place 
in the supply of energy per employed person. 
Where such information is available, it will be 
seen that a greater amount of horsepower 
became available per person and that in some 
branches of industry the available supply has 
grown at an even higher rate than in the in- 
dustrialized countries (see table 5). This applies, 
in particular, to beverages, tobacco, clothing, 
leather, and non-metallic minerals. It seems 
likely that the increases in the average growth 
rate of the energy supply per employed person 
have been mainly in the bigger plants. 
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It should be noted, however, that these growth 
rates, and particularly the highest, are attri- 
butable to the low initial level of mechanization 
in the region, or to the introduction of new 
industries when import substitution was at its 
height. In order to simplify the presentation and 
analysis of the data, the branches of industry 
have been divided into two broad groups: the 
traditional and the dynamic. The results are 
given in table 6 and figure I. They confirm the 
view that the increases in the region are in 
keeping with the degree of mechanization or 
the technological level of industry. Thus, the 
situation in Latin America is simply the corollary 
to this trend, in other words, the progress 
achieved has been on a par with their state 


of development. The other fact that must be 


stressed is that the traditional industries are 
more prone than the dynamic industries to reach 
saturation point so to speak in the utilization 
of energy per employed person, and may thus 
be responsive to technological innovations signi- 
fying sizable increases in unit investment. 


From the figures in table 4 it may also be 
concluded that the production processes used 
in Latin American industry in general, and 
in each activity as a whole, are more labour- 
intensive than those employed in the industrial- 
ized countries. It should be noted, however, 
that, while this is statistically valid, it may be 
a somewhat biased presentation of the facts in 
that when the total number of persons employed 
is taken into account rather than those directly 
involved in production, a large number, possibly 
even a big proportion of the total, are simply 
concerned with upkeep, training, social welfare 
and other activities needed in the under-de- 
veloped countries to compensate for the short- 
comings of such facilities in the industry’s 
immediate environment. The techniques em- 
ployed will thus naturally appear more labour- 
intensive than if the production process were 
considered separately. However, as this is the 
prevailing situation in the developing countries, 
it should be borne in mind when examining the 
question of employment in relation to the choice 
of various highly capital-intensive techniques, 
at least until external services and supporting 
facilities for industry have developed sufficiently 
to eliminate the need for staff of the kind 
described in the plant. Another factor that raises 
the proportion of employed persons in the de- 
veloping countries is the training of skilled 
operatives, which is often undertaken on an 
in-service basis in the plant itself, not merely 
to fill possible educational gaps but also to 
maintain a reserve supply of skilled labour so 


AULSNGNI NI ‘NOSHad GAAOTIWNA WAd ALIOVdVO GATIVISNI 


v 981 


“AJOUIWOBU UI pepnpouy x “(COT IIAX'L9 =ON S9TeG ‘uoneorqnd suoney pou) sayqez [euore\j— 
*sasnsuad [BUOTJEU JO SISeq oy} UO ‘WIDOW :eoLeUIy Une] IO  SO6T-ES6T AuIsupur pjiom fo yimoss ayy :kTBI] pue saieIg pouy) :sadUNOS 
1&6 08'T 98°T POC 166 68S 10% IvLof, 
98'S 6¢'€ 190 00'T LS°0 02°0 66'T £0'T 6rT 180 Tee eee Siete eninge MEROOLEE|[ODETINI ES Oe 
9S°S €9°9 180 020 860 B 9ST 98'T 69T 91S pee ccccccctccttstess* queurdmbe qodsuery, gg 
00% 9S°D 6V'0 = 860 00°C ToT S90 66'T LUT BVS octets ess queutdmbs Jeornsayy 1g 
Lats 9o°7 Ort = 19°¢ 030 89 00% 666 6ST ORGe, Oe ee eae oe ae TOULL OE AEE OG 
0g°¢ 002 LEG OST co orl E66 LV] Sve CVs PUGS, re ee esas: stonpord [Play = Se 
OL OL SS'66 S8'T a 1e'¢ = 00°CT LES CVs 08 08: ee Se eae aes coca ee een SI OR SR Dae re 
1&9 8SL 96°0 £9 6L€ PSE 6oS 06° CSS If T POTL “°c ee S[BIeUTUE OTTBIOUT-UON, EE 
v6 81 88°79 L9G —~ 06°61 — LYLE €9S ILD LVG TOO clr ttt ttttss* syonpoid umepoieg Zg 
ScOL ESCS 68 98'T S6G OL T 79O'L 08'T LVG LGQ cts st sss ttssesses syonpoid eormeyy Tg 
7o9 €0°0L 60% 00'T 6S S0'% 8eV IL'é 8's 0) STO Sal Wee" * Rede Pie eo de elm OSs 
Z0°P Ege 9z'1 0z'T 9¢°% 19°0 10°p 30°¢ £9°Z 68'1 CEQ rrr et erett esses eeeeeeeesees Jompay 6% 
89'T T6T 8¢°0 0S°0 69 LOT 68°0 96'0 060 890 POA OWES ORE CRD P Oe Sei IEE GY 
99°0T Ie 1% 18'P 00° 98°0 ) LO'0 £90 ITZ 09 £96) 82 eee eee eee coded) pur dig a 2g 
08°¢ 9¢'€ 60°T 00 60'T 19°0 ST T Ort 6ST 90°T GE pe RE a eis ae oa sees ee eee Oo ROTO WEI Ty Og, 
0s'S I €1 60°7 €lé rl 4 SVS Sve 9G°¢ 6S¢ €8°G OONL) Wks ae oa as So Se La 209 SPUR POO MMESS, 
99°0 6e'0 ITO €¢°0 PIT 6¢°0 S¢'0 ce'0 €S°0 L¢°0 SB0e ee ese as a ee oe ae oe SUL aye 
6% Zoe a 6L'L 89 46'0 18'Z 16% 87% PST PLE coche tree reseeseeessseeee sees sonar eZ 
eT egre zc'0 cZ'0 OFT 9F'0 98°0 ee" 06'0 1¢°0 OST itt te tessseesesecesssses ogoeqoy, 2Z 
16€ 89'S VG'T L8°T VG 1&% 60'S PIE 89° 68'T TGGe OE PP ei galore ses ts” Fe SORRIOAS Tee 
69°. 18°9 1PZ £0'Z 6Z'P 10° Le 6o% C68 8% CEQ tt ttrt ttt eeseeeeteeeeeseeeeseee® Pood OZ 
1961 £961 £961 S61 0961 2861 096T S61 0961 OS6r 1961 
Aqrat sett, Avnioiwg alta 1 21M 1qQ1U0109 piz0lg kag, aor 
(tamodas.iof7y ) 


Table 5 
AVERAGE ANNUAL INCREASE IN INSTALLED CAPACITY PER EMPLOYED PERSON 


(Percentages) 
Argentina Brazil Colombia Paraguay ences Italy 
Indasty 1950-1957 1950-1960 «1953-1960 «1955-1963 194.1963 ‘(1951-1961 
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Source: As for table 4. 


as to assure the continuity of the work if some 
operatives leave their jobs. 


It is impossible to determine, on the basis 
of this information alone, whether the tech- 
niques used in Latin America are in keeping 
with the supply of capital and labour, and with 
the options that present themselves. Although 
there seems to be a growing tendency to adopt 
more capital-intensive processes, such trends 
cannot be observed in industry as a whole. 
Moreover, any economic and technological eval- 
uation must allow for other aspects of the ob- 
jectives and strategy of development policy. 
For instance, quality and cost become of prime 
importance if the question is how to increase 
the share of manufactures in foreign trade. 
There are of course some key activities for 
which the technological options should be care- 
fully examined if an industrial policy that 
responds to Latin American needs is to be 
framed. This is particularly true of the clothing, 
footwear, furniture and allied industries but is 
not applicable to such branches as machinery, 
electrical equipment, transport equipment, chemi- 
cals, pulp and paper and basic metals. 

It is important to determine how far the 
techniques actually used have been chosen with 
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an eye to obtaining the maximum efficiency 
possible in relation to existing market sizes 
and what has been the capital cost of the in- 
dustrial park—in other words, to discover how 
far Latin America has taken advantage of eco- 
nomies of scale from a technological standpoint. 
Plainly, it has not done so, as numerous exam- 
ples go to show. This is in fact one of the 
crucial problems of the industrial sector, and its 
causes must be discussed, however briefly. 


Owing to industry’s dependence on foreign 
technology and its development on what is 
essentially the basis of heavily protected do- 
mestic markets, the question of choosing tech- 
niques that are more compatible with the charac- 
teristics and resources of the region has been 
left in abeyance. As so little attention has been 
paid to it, and there are no national programmes 
or policies for the application of technology 
to industrial development, virtually the whole 
responsibility for selecting manufacturing pro- 
cesses and plant size has been left to the manu- 
facturers themselves. This want of policy has 
made itself felt not only in the private entre- 
preneurial sector but also in government circles 
in relation to industrial activities that the Goy- 
ernments are anxious to encourage. Few de- 
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cisions are taken on the basis of what would 
be technically most advisable but are swayed 
by other considerations, and the resulting pro- 
jects reveal serious technical, operational and 
economic shortcomings with the passage of 
time. 


This situation has had a number of side- 
effects which are now affecting cost levels and 
the possibilities of accelerating industrial 
growth. Procedures have been adopted which 
are unsuitable for the properties of the raw 
materials available, require a large amount of 
skilled labour, and demand standards and 
specifications that are hard to achieve in a 
developing country. Moreover, the production 
dimensions of the plants and equipment are 


8 There are of course other non-technical reasons, 
proper to the enterprises themselves or external to them, 
which affect the levels of efficiency and productivity. 
They will be discussed later in this document. 


designed for bigger markets and often outstrip 
the domestic requirements of the Latin Ameri- 
can countries—even, in some cases, those of the 
region as a whole. It is perhaps in this last 
aspect that the maladjustments in industry have 
been most glaring and have led to excessive 
capital expenditure and under-utilization of in- 
stalled capacity. There are, too, other factors, 
such as defects in the institutional framework, 
the nature of the enterprises themselves and 
of managerial capacity, and market shortcom- 
ings, which have aggravated the situation and 
whose impact has often been even more adverse 
than that of technological dependence. It is 
difficult to see just how far each of these tech- 
nical and environmental elements has been instru- 
mental in limiting the growth of Latin American 
industry and the achievement of greater effi- 
ciency. The scale of production is likely to be 
a vital issue in the basic chemical, intermediate 
goods and steel industries, in the production of 
pulp and certain kinds of paper, and in the 
manufacture of transport equipment and some 
durable consumer goods. It is interesting to 
note that, despite the importance of economies 
of scale in these branches of industry only a 
mere handful of the disproportionate number of 
enterprises operating in these fields in the region 
are of reasonable size according to international 
standards. The situation shows signs of improv- 
ing, however, particularly in the petrochemical 
industry, where some large-scale projects are 
being launched to supply regional or world 
markets. 


In other branches, however, the question of 
technology is bound up with the obsoleteness 
of the equipment used rather than with plant 
size. A typical case in this respect is the textile 
industry. 


As regards local production of certain goods, 
particularly capital goods, dependence on for- 
eign technology is evident not only in the 
manufacturing processes but in access to the 
blueprints and engineering know-how that go 
with them, whether the plants consist of 
single units or complete installations. In many 
cases, it is important for manufacturers to be 
fully conversant with the manufacturing pro- 
cesses so as to ensure that the final product 
meets certain fixed specifications and quality 
standards, and even more important for them 
to have the technical resources or know-how 
needed to use the relevant equipment efficiently. 
Machine-tools are a case in point, and many of 
the shortcomings of production in the region 
can be ascribed to neglect of this aspect of 
the question. 
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Table 6 
INSTALLED CAPACITY PER EMPLOYED PERSON IN TRADITIONAL AND DYNAMIC INDUSTRIES 


Industries 
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Source: As for table 4. 


The common factor that underlies all these 
considerations and explains the technological 
disparities and under-utilization of resources in 
Latin America compared with the industrialized 
countries is undoubtedly the lack of applied 
research in industry. Because of this, the region’s 
natural resources have not been made full use 
of, other technologies have not been developed 
for the industrial utilization of such resources, 
and foreign technology is not adapted to the 
conditions prevailing in the region. It is gen- 
erally acknowledged that the annual appropria- 
tion for scientific and technological research 
in Latin America is negligible in comparison 
with the sums spent in other areas. For instance, 
the funds earmarked in Latin America are less 
than 0.5 per cent of the gross national product 
as against 2 to 3 per cent in Western Europe 
and over 3 per cent in the United States. There 
are numerous reasons for the region’s back- 
wardness in this respect, all of which will have 
to be tackled before the gap in its industrial 
development can be filled. This is all the more 
necessary if industry is to concentrate on ex- 
panding the production or improving conditions 
for the manufacture of capital and intermediate 
goods, in which the greatest technological pro- 
gress will be made, to judge by present trends. 
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(b) Efficiency and productivity 


Low manpower productivity and inefficient 
use of capital are two of the weaknesses generally 
found in Latin American industry, although 
they differ in magnitude from one branch of 
industry to another. Since there is more informa- 
tion available on employment, the value added 
per person employed is often used to express 
industry’s productivity and to compare its posi- 
tion with that of other regions. Thus, it has 
been established that the average level of Latin 
American industry is about one fifth as high as 
in the United States and approximately half 
as high as in the Western European countries.® 
No such comparison is possible for input of 
capital per unit of production, but certain 
piecemeal data indicate, although not categori- 
cally, that the situation is equally unfavourable. 

The region’s even more disadvantageous posi- 
tion as regards value added per person employed 
in industry certainly calls for an examination 
of its underlying causes. These comparisons are 
known to be subject to a number of statistical 
distortions (exchange rates, classification of ac- 
tivities, etc.), which may significantly increase 


9 Patterns of Industrial Growth, 1938-1958 (United 
Nations publication, Sales No.: 59.XVII.6), table 14. 


or diminish the scale of this phenomenon. 
Nevertheless, it is possible to discern various 
adverse factors in existing industry which are 
contributing to Latin America’s low manpower 
productivity. One is unquestionably the size of 
the industrial establishment. Several studies on 
this subject,’° highlight the direct relationship 
between productivity and plant size. In the in- 
dustrial sector as a whole, the value added per 
person employed in large-scale industry (estab- 
lishments employing more than 100 workers) 
is two or three times as much as in small-scale 
industry (employing 5 to 20 persons), with 
medium-sized establishments somewhere between 
the two. In the various branches of industry, 
however, there are certain deviations from this 
trend, which may well be due to factors other 
than the actual size of the establishment, e.g., 
the degree of specialization, the horizontal or 
vertical integration of establishments, different 
characteristics and qualities of the products, etc. 
‘To explain these deviations, an analysis would 
have to be made at a lower level of aggregation 
than that provided by the statistics available. 
Likewise, it should be noted that the differences 
between the three strata of industry vary from 
country to country and, particularly, between 
one branch of industry and another, which 
would seem to show that it is not possible to 
generalize about the effect of plant size on 
productivity, and that this relationship varies 
with each product. The point to be made here, 
however, is that even the productivity of what 
is know as large-scale industry (establishments 
employing over 100 persons) is in general far 
lower than the average in industrialized coun- 
tries.4 Clearly, these variations in productivity 
are closely linked with the degree of capital 
formation of enterprises and the techniques they 
use. If, in addition to these two concepts, the 
consumption of energy per person employed is 
considered, it will be seen that there is a constant 
relationship between the growth of energy con- 
sumption and that of productivity, although it 


10 See, for example, The process of industrial develop- 
ment in Latin America (United Nations publication, 
Sales No.: 66.11.G.4), pp. 57-68. 

11 Some fragmentary data show that even compari- 
sons between enterprises of the same size are unfavour- 
able to the Latin American establishment. In this respect, 
it is worth repeating what has already been said in 
connexion with technology, i.e., that in these cases the 
lower productivity in developing countries is probably 
due to the inadequacy or non-existence of external ser- 
vices or activities, which must therefore be provided by 
the enterprises themselves. It may be assumed from this 
fact that until the environment in which industry is 
developing is improved, the impact of technological 
progress in developing countries cannot be as violent 
as might be thought from its adverse effect on employ- 
ment levels. 


would seem that a certain expansion of capacity 
has resulted in smaller increases in productivity 
in Latin America than in the more industrialized 
countries.'* The conclusion seems to be that 
the region’s efforts in the fields of capital forma- 
tion and technology have not yielded the results 
that might have been expected, which confirms 
once again that these two factors alone are not 
sufficient to achieve greater productive efficiency. 


From the foregoing considerations it may be 
inferred that in Latin American industry in 
general very little advantage is taken of eco- 
nomies of scale, even in the larger establish- 
ments.’* Although it is difficult to generalize on 
the subject, it is estimated that small establish- 
ments predominate in the region,'4 and in a 
great many cases a country’s total production 
is lower than what is currently considered an 
economic scale of production. This is particu- 
larly true of pulp and paper manufacture, steel- 
making, and the production of many capital 
and durable consumer goods, a huge range of 
chemical and petrochemical products, and semi- 
processed products of non-ferrous metals such 
as copper and aluminium. In 1964 the paper in- 
dustry (excluding newsprint) had 292 plants, 
of which only 25 had a capacity of 100 tons 
daily, which is considered the minimum eco- 
nomic size. In the chemical industry, too, there 
are a great many instances in which there is 
a wide gap between the plant sizes most fre- 
quently found in the region and the sizes 
constructed in the industrialized countries, as 
may be seen from table 7. Needless to say, the 
disadvantages deriving from the scales of pro- 
duction are an increasingly serious problem— 
differing in intensity according to the product— 
because of the industrialized countries’ evident 


12 More research needs to be done on this hypothesis, 
on the basis of fuller data than are obtainable at present, 
i.e. on Brazil, Colombia and the United States. These 
countries have recorded annual increases in producti- 
vity of 2.6, 3.8 and 3.4 per cent respectively, while their 
installed capacity has grown by 3.7, 4.2 and 2.3 per cent. 

13 The question of scale is not necessarily dependent 
upon the size of the establishment, as defined by the 
number of persons engaged, but is associated rather with 
the manufacture of a specific product or a group of 
products with similar characteristics in so far as pro- 
duction techniques are concerned. Many large estab- 
lishments in the region have attained that status through 
the gradual combination of widely diversified produc- 
tion lines or through a high degree of vertical integra- 
tion. The advantages which may be derived from size 
are not technological in character. 


14 Two of the reasons for the large number of small 
and medium-sized establishments probably are that their 
size involves the smallest investment risk and is most 
suited to the entrepreneurial capacity existing in the 
region. , 
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Table 7 
ANNUAL PRODUCTION CAPACITIES FOR SELECTED PRODUCTS 
(Thousand of tons) 


Latin America 
(existing plants) 


Industrialized countries 


Approxi- 
Raneetor mate Economic bles 
Product cana, grorage capacity® capacity 
( 1965-6) 
Sulphunicwacidh. . paseo e's 5-100 40 100 700 
INitrie aciducatiwnctic isos We Dri = 900¢ 
AMMONIA’ site e:sileazwieies 8-132 50 200 450 
Calcium carbide ........ 4-36 23 50 300 
Polyvinyl] chloride ....... 3-20 15 50 85 
Polyethylene ............ 10-30 20 20 200 
Synthetic rubber (SBR).. 37-70 43 — 260 
Garbon™blackseesten. th. 7-33 18 15 80 
KithylenelPrseiar des Aes 8-54 26 150 450 
Sodium carbonate ....... 38-135 70 160 840 
Methanolis:.e amiss fattest 12-16 13 60 190 


a Estimated on the basis of present trends; not a strict definition. 
b Order of magnitude; includes projects under way in 1968. 
¢ Three units with a daily capacity of 900 tons each (PULAWY, Poland). 


tendency to increase the size of their plants as 
they achieve further technological progress. 


The question of scale not only affects produc- 
tivity levels, but also, and very particularly, the 
capital economy, i.e., investment per physical 
unit of production. Although here too a great 
many cases could be cited, the paper industry 
is once again taken as an example. The invest- 
ment per ton in a bleached pulp plant with a 
daily capacity of 300 tons is nearly 50 per cent 
less than that required for a plant with a daily 
capacity of 50 tons; the difference is 30 per cent 
between integrated pulp and paper mills with 
capacities of 50 and 100 tons daily. 


Productivity improvements in certain sectors 
of manufacturing are more closely linked to 
the degree of obsolescence of the machinery in 
use than to plant size. The textile industry is a 
typical case in which increases in productivity 
depend more on the modernization of the machi- 
nery park than on plant size. 


Other aspects of Latin American industry 
which are obstructing the achievement of greater 
productivity are evidently the institutional fac- 
tors referred to later in this chapter. On this 
point, suffice it to say here that in some sectors 
of industry improvements in entrepreneurial 
levels and organizational methods may well 
constitute the prime factor in raising manpower 
productivity. 


14 


Another factor alluded to earlier is the poor 
use made of capital in Latin American industry, 
which is reflected in the under-utilization of 
installed capacity. Here again it is extremely 
difficult to demonstrate this from the statistics, 
quite apart from the fact that the concepts of 
what really constitutes the capacity of an in- 
dustrial establishment vary widely. 


Nevertheless, there are some scattered data 
which bear out the existence of this anomaly in 
some branches of industry. In the manufacture 
of certain capital goods, particularly equipment 
for the basic industries (oil refining, electric 
energy generation, steelmaking, shipbuilding, 
and the production of railway equipment, 
cement, etc.), and the manufacture of machine- 
tools, the existence of substantial surplus capa- 
city in relation to foreseeable demand has been 
proved in countries like Argentina and Brazil, 
and on a lesser scale in Chile and Colombia 
(in the last two countries mainly in respect of 
articles used in working boiler-plate). Without 
going into the sharp fluctuations characterizing 
the demand for this type of product or the dif- 
ferences that may exist between the nature and 
quality of the products manufactured locally 
and those required by the market, it has been 
determined that the factor mainly responsible 
for this state of affairs is the manufacturers’ 
ignorance of the existence of a demand for their 
products, and the users’ ignorance of the real 


capacity of the established industry. Perhaps 
the prime factor aggravating the under-utilization 
of capacity in the manufacture of capital goods, 
however, is the general lack of financing in the 
region; because of the practice of long-term 
sales and the allocation of orders for this type 
of equipment through international bids, the 
local producer is completely excluded since he 
is unable to grant credit on the advantageous 
terms usually offered by suppliers in indus- 
trialized countries. The under-utilization of capa- 
city is also partly due to the fact that some of 
the production equipment which is essential for 
the manufacture of these goods must be acquired 
as a whole unit. 


This last point is particularly important in 
steelmaking, where it causes serious disequilibria 
between the various departments of the steel 
mill. In this type of industry the most costly 
units, and also those which, because of their 
part in the production cycle, must not be halted 
in the event of expansion, are frequently over- 
sized. As a result, in the initial stages of opera- 
tion part of the equipment (the over-sized part) 
operates at a fraction of its capacity. For in- 
‘stance, in the group of seventeen integrated steel 
plants in the region, the installed capacity of 
the blooming mills was 48 per cent larger than 
the output of these plants in 1966. Only four 
plants utilized more than 80 per cent of their 
blooming capacity that year, while nine used 
less than 51 per cent. 


In other branches of industry, such as pulp 
and paper, the under-utilization of capacity has 
distinguishing features of another kind. Accord- 
ing to data for 1964, which are probably much 
the same as those for the following years, the 
region utilized 71 per cent of its installed pro- 
duction capacity in the case of paper and 68 per 
cent in that of pulp. The situation varies from 
country to country, and some—such as Chile 
and Peru—utilize nearly 95 per cent of their 
installed capacity. It should be noted, however, 
that in the paper industry the lowest utilization 
of capacity is recorded precisely in the smallest 
plants (with a capacity of less than 30 tons a 
day), which constitute over 75 per cent of the 
existing establishments but represent less than 
one third of total installed capacity. It would 
seem, therefore, that in the paper industry the 
capacity that could be recovered is nominal 
rather than real, since it is available in relatively 
small establishments which are far from effi- 
cient. 


The situation in the chemical sector varies 
-considerably, but in general nominal production 


capacity does not appear to be fully used. This 
may be a temporary state of affairs only, how- 
ever, as a number of items are in the early 
stages of production, many new plants are 
therefore just being put into operation, and the 
plant sizes have been selected with an eye to a 
rapid expansion of demand. 


While there is obviously under-utilization of 
installed capacity, the true extent of this idle 
capacity and its significance for the region as 
a whole cannot be fully determined from the 
available facts. Moreover, capacity is a dynamic 
concept that changes over time as technology 
advances. What is available today may thus be 
more apparent than real since the threat of 
technological obsolescence hangs over not only 
the production equipment but the way in which 
it is utilized to manufacture the products re- 
quired by the markets of the future. 


The set of factors described above—techno- 
logical level, low labour productivity and poor 
capital utilization—have unquestionably raised 
production costs and hence the sales price of 
Latin American goods. There is an impression, 
which has moreover gained wide currency, that 
the prices of Latin American manufactures are 
much higher than those of goods produced in 
the industrialized countries, although the infor- 
mation that can be gathered together is not 
reliable enough for calculating the full force 
and causes of the problem. The problem is 
extremely complex to analyse, and it is difficult 
to make generalizations that are valid for every 
country and branch of industry. The need to 
use exchange rates for purposes of comparison 
introduces a highly unstable element, since over- 
or under-valuation may completely change the 
figures in the comparisons and thus the conclu- 
sions to be drawn from them. 


The weakness in Latin America’s industrial 
development can only be appreciated through 
price levels, which indicate that production costs 
are beset by the same problems, although there 
is not necessarily a direct correlation between 
the two. To illustrate this, some examples will 
be given of price disparities between the region 
and normal world market quotations. These 
should of course be accepted with all due cau- 
tion as being simply a basis for comparison. 
In the chemical industries, the prices for a repre- 
sentative group of basic intermediate goods 
produced in Latin America in 1965-66 were 
50 to 300 per cent higher than the list prices 
on the United States market or the European 
average. In paper manufacture too, the prices in 
the region as a whole are far higher (14 to 
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240 per cent more) than on the world market, 
the norm being about 60 per cent higher. 


Besides the part played by the factors relating 
to technology and the efficiency with which the 
region uses its capital and labour resources, 
there is yet another factor that is basically 
responsible for the high level of prices. This is 
the heavy cost of raw materials, including semi- 
manufactures and spare parts, which account 
for a large proportion of the costs. In an earlier 
ECLA study,!® which compared certain facets 
of the cost structure in the light of the findings 
of a survey of United States enterprises operating 
both at home and abroad,'* it was pointed out 
that raw materials represented 49 per cent of 
total costs. The views put forward at that time 
are still valid today, since the same situation 
has been found to exist up to a point at least, 
by more recent sectoral studies, such as the 
textile industry report, which puts the incidence 
of raw materials on total production costs as 
41 to 62 per cent. This study also pointed out 
that the raw materials cost 142 per cent more in 
Latin America than in the United States. In the 
chemical industry, for instance, there are many 
electrolytic units that pay over 15 dollars per 
ton for salt, instead of the 5 to 7 dollars which 
is regarded as a reasonable price outside the 
region. The same applies to sulphur in most 
of the Latin American countries. The situation 
is less unfavourable for semi-manufactures, since 
the price of steel bars is slightly lower in at 
least two countries than in the United States 
although it is 6 to 17 per cent higher than in 
Europe. Prices for steel sheet are 10 to 44 per 
cent higher than in the United States, and the 
lowest in the region exceed European prices by 
7 to 20 per cent. Imported raw materials are 
more expensive in the region because of the 
transport and marketing costs, customs duties 
and so forth which have to be added to the 
price ex country of origin. 


Unit labour costs are possibly the only item 
for which Latin America’s position is a good 
deal better than that of the highly industrialized 
countries, The share of labour costs in total 
costs is usually small, and as the hourly rates 
are lower they do not have much influence on 
the total. It must be made quite clear, however, 
that this comparative advantage is partly wiped 
out by the lower level of labour productivity. 


15 ECLA, “Problemas y perspectivas del desarrollo in- 
dustrial en Latinoamérica” (E.CN.12/664). 

16 Costs and competition: American experience abroad, 
The Teer Industrial Conference Board (New York, 
1961). 
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Lastly, investment costs are another unfavour- 
able item for Latin America, not only because 
investment in plant is higher than abroad, but 
also because of capital costs, the scale of opera- 
tions and under-utilization of installed capacity. 
The experience of several Latin American coun- 
tries goes to show that the volume of investment 
required for an industrial plan, including the 
infrastructure, is 30 to 40 per cent higher than 
for a plant of equivalent efficiency and size out- 
side the region. Owing to high rates of interest, 
capital charges also add to production costs. In 
the chemical industry, for example, the financial 
charges borne by an enterprise are at least 13 per 
cent higher than.in other areas, with the result 
that the final costs are raised by 2.5 to 5 per 
cent. The scale of operations is a particularly 
important factor in such branches as petrochemi- 
cals and basic chemicals, steelmaking, and the 
production of semi-finished copper, aluminium, 
pulp and paper and similar products, whose 
manufacturing and investment costs are strongly 
influenced by it. Suffice it to say, for purposes 
of illustration, that capital charges in the pulp 
and paper industry for unbleached eucalypt 
pulp processing were slashed nearly 56 per cent 
by changing over from a plant size of 50 tons 
a day to one of 200 tons a day. In the case of 
integrated pulp and paper mills using the same 
type of pulp, the switch from one size to another 
reduced the charges by almost 49 per cent. 


3. INSTITUTIONAL FRAMEWORK AND FINANCING 
(a) Characteristics of the enterprise 


Small production units predominate in Latin 
American industry. Available data show that 
artisan-type industry, defined as the stratum 
of enterprises employing from one to four 
workers, accounts for 70 to 90 per cent of all 
industrial establishments. Moreover, in factory 
industry, enterprises employing from 5 to 19 
workers represent about 70 per cent of the total 
number of manufacturing establishments in 
Brazil, Chile and Colombia, and over 80 per 
cent in Paraguay and Venezuela. In contrast, 
industries employing 100 workers and over 
represent about 6 per cent of the manufacturing 
establishments in the first three countries and 
only 2 per cent in the other two. 


Thus, Latin American industry is a collection 
of many small units contributing relatively little 
to production and a few large-scale production 
units whose contribution is considerable, Al- 
though the lower stratum of factory industry 
comprises many more enterprises, it contributes 


only 10 per cent of the value added in manu- 
facturing in Brazil, Chile and Colombia, and 
20 per cent in Paraguay and Venezuela, whereas 
large-scale industry accounts for 70 and 50 per 
cent, respectively, in those two groups of coun- 
tries. This is clear from table 8, which shows 
the share of large-scale industry in manufactur- 
ing. 

This situation is due, among other things, to 
the nature of the enterprises and their methods 
of production. At the artisan-type level and that 
of a large part of small and medium-scale in- 
dustry, production units are mostly of the 
family type, organized around the person or 
persons who provided the initial capital and their 
own labour. In these units, the work of organi- 
zation and management and the basic technical 
responsibility are concentrated in the hands of 
the small entrepreneur, who seldom has the 
knowledge, experience or staff to cope efficiently 
with administrative and financial problems. In 
addition, he uses traditional production processes 
and low-cost equipment which is either poor in 
quality or has been discarded by larger in- 
dustries because it was considered obsolete or 
nearly worn out. 

In contrast, the large-scale industries are gen- 
erally organized in the form of corporations and 
therefore have easy access to the stock market; 
their organization and production techniques 
are also more up to date, often because they use 
foreign patents and work with foreign capital. 
Even so, many of these units still show signs of 
the family type of control and management, 


since their organization is extremely inflexible 
as a result of the excessive concentration of 
decision-making powers in the hands of a small 
group of responsible persons. 


As a direct consequence of these character- 
istics most enterprises have gaps in their internal 
structure. They lack research and _ planning 
offices; decisions regarding markets and new 
products are based on the entrepreneur’s direct 
experience without prior investigation, controls 
are aimed more at preventing the misuse of funds 
than at improving productivity, etc. These defects 
are the outcome of lack of sound training among 
the managerial staff, who with few exceptions, 
do not yet recognize management as a modern 
technique requiring special training. 

In nearly all the countries of the region the 
large- and medium-scale entrepreneurs at least 
have formed manufacturers’ associations through 
which they maintain some form of contact and 
exchange information to safeguard their business 
interests. In the more indusirialized countries 
entrepreneurial organizations also exist for 
branches of industry—in many cases the metal- 
lurgical industry, the chemical industry, etc. 
and for geographical areas—and they operate in 
co-ordination with the central associations. Small 
manufacturers and artisan-type workers are not 
usually members of these organizations, and 
what links they have are mainly through co- 
operatives, an arrangement which has been en- 
couraged in recent years by government plans 
to promote small-scale industry and establish 
industrial estates. 


Table 8 


SELECTED LATIN AMERICAN COUNTRIES AND THE UNITED STATES: 
SHARE OF LARGE-SCALE INDUSTRY2 IN MANUFACTURING 


(Percentages) 
Sha 
sae f employ Sater Installed 
wr nti ‘ . 
Wectortes in ‘mana ci ah pas COD aelty, 
RaP MME Ne sac As 0,004.8 9.58 9 6.5 61.1 68.0 69.6 
Central America ........... 4.6 37.1 48.2 47.2b 
‘Cle 25 383 38 Ee Oe oe 6.3 57.2 68.8 71.4 
NERAOGAS Air sashes oe 2s \0'9 «i031 6.0 54.0 70.6 73.9 
Me SteD WA RGNsT elo © GtSie) « Siele 0°68 13.3 67.5 76.5 85.6b 
MHRA DHAVEE i iene so cs ess ssc 1.9 29.6 48.6 44.0 
DIBNEZNE Del ocean Sees 0.0 ses: 2.6 Stee 59.5 77.0 
PIECE StAtES. teiersiciere sic'e noe ae 1635 79.4 86.0 


Source: ECLA, on the basis of official censuses and surveys. 
a Establishments employing more than 100 workers. 


b Power consumed. 
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Large-scale industrial enterprises are also 
frequently associated with private financing 
agencies and with commercial and other types 
of enterprise, and they form groups with diver- 
sified activities but common financial interests. 
Although this facilitates the transfer of resources 
between sectors, it represents limitations for the 
entrepreneurs not belonging to those groups, 
who are far more numerous. 


There is a network of government bodies and 
legal provisions which, on the one hand, impose 
limits on the activities of industrial entrepreneurs 
and, on the other, provide various forms of 
help and incentives, Responsibility for the appli- 
cation of administrative provisions requiring 


enterprises to be on the industrial and property — 


registers, to comply with regulations, etc. lies 
with the ministries of industry or their subor- 
dinate bodies. Development activities are con- 
centrated mainly in large corporations or indus- 
trial or general development banks, which 
normally provide financing and, in some cases, 
technical assistance, particularly in the prepa- 
ration of projects. Any programming that is 
done is carried out by national planning offices 
or by sectoral offices set up in the relevant min- 
istries. 

As will be seen later, although government 
action has not succeeded in overcoming the 
many obstacles to a more rapid and sustained 
growth of industry, it has provided a fairly 
clear-cut, if not always stable, framework for 
industrial enterprises. 

Despite the fact that they are outside the 
enterprise itself, certain infrastructure condi- 
tions have also acted as determinants of some of 
the important characteristics of the manufac- 
turing sector. For example, the inadequacy of 
transport services has raised costs and prices 
and, in the past, has made for widespread dis- 
persion of the production of consumer goods 
by small units supplying fairly limited areas 
in each country. On the other hand, the concen- 
tration of financial services and of government 
administrative services in the major urban cen- 
tres has led to a geographical concentration of 
industrial enterprises, which in some cases is 
already excessive. Regional planning efforts have 
been few and far between and have done little 
to alter this situation. 


(b) Financing of industry 


The financing conditions for Latin American 
industry’* should be analysed in relation to the 


17 The comments in this section are not, in general, 
applicable to Cuba. 
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framework in which such financing operates, 
which is characterized by comparatively low 
average per capita income levels, with marked 
disparities between countries, and patterns of 
highly unequal income distribution among the 
different population groups. These conditions 
determine a low per capita consumption of 
manufactured products, while in many- cases 
limiting the possibility of producing them in 
the various countries on an economically justi-. 
fiable scale, and also leave little room for per- 
sonal saving. 

Within this very general context, the essen- 
tial characteristics of the enterprise which are 
described above-largely determine its internal 


~ capacity to generate investment funds. 


The small production units, most of which 
have out-of-date unsuitable equipment, un- 
skilled manpower, under-utilized capacity and a 
small output, have been able to survive largely 
because of high tariff protection. Their profit 
margins have therefore been too low, as a rule, 
to allow of the rapid capital formation that 
would make for steady growth; expansion has 
also been hindered by the limitations of entre- 
preneurial capacity that are typical of the early 
stages of industrialization in which these enter- 
prises developed, 

The medium- and large-scale enterprises, 
whose levels of production and productivity have 
been higher under the same protective condi- 
tions, have either failed to generate sufficient 
funds or have not always used them to expand 
and modernize their establishments, but have 
diverted them into other types of investment, 
often in activities which are quite unrelated to 
the industry which originally generated the 
funds, or else, in the case of foreign or joint 
national and foreign enterprises, a substantial 
proportion of those funds has been remitted 
abroad. 

As a result of these factors, the reinvestment 
of profits in industrial enterprises in Latin 
America, and often the allocation of funds for 
replacement purposes, have been insufficient, and 
some legal provisions have been adopted in this 
connexion. With few exceptions, the tax mea- 
sures designed to facilitate replacement and 
reinvestment do not appear so far to have had 
much influence on the decisions taken by enter- 
prises. 


In view of the inadequacy of self-financing, 
the enterprises have resorted to other sources of 
funds outside their own activities, but these 
have not proved too satisfactory either. The 
stock market in most of the Latin American 


countries is not well developed, and even where 
it exists, its operation is not very dynamic, 
except in Mexico. 

The lack of activity on the stock markets is 
largely due to the family nature of the enter- 
prises, which is observable, as has already been 
said, even in many large-scale units. In these 
eases, capital is contributed directly without 
recourse to the stock market, except on a limited 
scale, to avoid any weakening of the control 
exercised by the central family group. Even com- 
panies which are floated with more capital from 
personal savings, through the public sale of 
shares, engage in some management practices 
which inhibit the growth of the stock market. 
These companies are controlled by small groups 
of shareholders holding a high proportion of 
the stock and they decide the policy of the 
enterprise or group of enterprises they control 
and obtain special advantages from them, such 
as director’s fees, etc., while the small share- 
holder usually has no say in the management 
of the enterprise, and no chance of receiving 
any immediate profits, or even of recovering the 
real value of his initial contribution. 


Accordingly, the flow of personal savings 
goes into other forms of investment which may 
be less productive but are often safer and easier 
to realize. 


The resources obtained through credit me- 
chanisms have also been severely limited. The 
traditional banking system has never been in a 
position to supply credit on a scale and under 
the conditions of repayment and interest rates 
which industrial enterprises require. Although 
short-term credit for financing the operation of 
enterprises has in general sufficed, problems have 
arisen in connexion with financing stocks of 
finished products, and with the terms granted 
for credit sales, particularly when the final 
product has a high unit value and the manu- 
facturing process is slow. 


The most serious limitations are encountered 
in the supply of medium- and long-term credit 
for investment. In many cases commercial banks 
lack the necessary flexibility or even the legal 
authorization to grant this type of loan, and 
government development agencies generally have 
few resources for investment purposes. 


In view of the persistent demand for medium- 
and long-term credit and its constant diversion 
into other types of operations, especially the 
purchase of real estate, a number of private 
financial enterprises have been set up in several 
countries over the past few years. They have 
greater freedom of action as regards amortiza- 


tion periods but have appreciably raised the 
cost of the credit they supply. 


Furthermore, in some cases, special govern- 
ment funds have been established and are 
operated through the network of private banks 
and financial associations, their operations being 
both rapid and broad in scope. 

In countries affected by persistent inflation, 
various types of adjustments or corrective mone- 
tary measures have been introduced to facilitate 
long-term saving so that it can supply some 
form of credit that can be used in part by 
industry. 

In spite of the efforts described above, the 
financing of industry supplied by internal credit 
mechanisms has not been satisfactory, either in 
volume or in the terms offered. 


To supplement the supply of credit, it has 
been possible to obtain a sizable, but still 
insufficient volume of external credit, which, 
while increasing the funds available, also in- 
volves some limitations. Suppliers’ credit tends 
to add to the price of the products purchased, 
thereby raising domestic production costs. Fre- 
quently official bilateral credit, and sometimes 
multilateral credit, take the form of tied aid, 
and this “restricts the developing countries’ 
opportunities of benefiting from the price and 
quality advantages which normally accrue from 
a free choice of suppliers . . . Further, tying 
tends to reduce the real value of aid inasmuch 
as the definition and the choice of projects and 
of technology best suited to the requirements of 
the developing countries is limited”.1§ 


In addition, the general trend in the second 
half of the nineteen-sixties has been towards a 
rise in the cost of obtaining external credit, 
whether public or private. 


The proportion of these resources obtained 
from international institutions and _ public 
agencies in developed countries shows a declin- 
ing trend; however, they have gradually been 
supplemented by funds from private commercial 
banks and financial associations abroad, which 
provide a relatively small but increasing volume 
of credit. 


The Inter-American Development Bank stands 
out among the international agencies both be- 
cause of the funds it has contributed for industry 
and because it has been quick to discern the 
region’s pressing requirements. In the last few 
years IDB has financed over-all rather than 


18 See Report of the United Nations Conference on 


Trade and Development on its second session (TD/L.37) 
(18 April 1968), annex I, decision 29 (II). 
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direct loans. Although the former give the na- 
tional body in charge of these funds more 
freedom to distribute them among specific in- 
dustrial projects according to an over-all view 
of development possibilities, in practice they 
have not always yielded the best results, because 
the actual procedure for applying the funds does 
not help to link them with specific industrial 
development objectives. 


In the next few years, any effort to revitalize 
the industrialization process in Latin America 
will require more external financial resources, 
but the excessive medium-term indebtedness of 
most Latin American countries makes the pros- 
pects of securing substantial additional external 
credit even more gloomy. 


Moreover, the inflow of private foreign ca- 
pital in the form of direct investment, whether 
independently or in association with national 
enterprises, while constituting a contribution of 
capital and often of technical know-how, repre- 
sents excessively stiff competition for national 
investors, who have gradually been displaced 
from those industrial activities that offer the 
best financial prospects. Thus, the initial capital 
contribution usually severely limits the ultimate 
possibility of capital formation by national 
entrepreneurs. 


Similarly, the growing tendency of foreign 
investors in recent years to purchase all or part 
of industrial enterprises that are already oper- 
ating in Latin America, far from providing a 
stimulus to industrial activities in the region, 
entails an increasing outflow of financial re- 
sources, without the creation of new production 
capacity to justify it. 


The efforts being made in the last few years 
to achieve a higher degree of regional economic 
integration highlight the important effect this is 
bound to have on the development of production 
units that take advantage of economies of scale 
and attain productivity levels comparable to 
those of developed countries. The necessity is 
also stressed, however, of paying close attention 
to the problems of reconverting industries which 
may be displaced in the course of this process. 
These problems may well become proportionally 
more serious in Latin America than in other 
areas advancing towards integration, in view 
of the huge number of artisan-type producers 
with low levels of productivity who might be 
eliminated as a result of competition from a 
group of efficient up-to-date medium- and large- 
scale enterprises, once the tariff barriers between 
countries in the region were abolished. 
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Furthermore, the practical possibility of re- 
orienting the whole process of industrial devel- 
opment in Latin America, based more and more 
on an increasing flow of intra- and extra-regional 
exports, largely depends upon the availability 
of additional financial resources, not only to 
expand and modernize production capacity, but 
also to reinforce export credit programmes and 
the related insurance schemes. 


4. EMPLOYMENT AND MANPOWER PROBLEMS 


Employment in manufacturing in Latin 
America has been growing slowly over the past 
twenty years.From 7.7 million workers in 
1950 it rose to 9.8 million in 1960 and, if pre- 
sent trends continue it is expected to reach over 
12 million by 1970. This means that the cumula- 
tive annual rate of growth declined from about 
2.4 to 2.1 per cent between the two decades. 


As a result of this sluggish growth, manufac- 
turing employment has maintained a slightly 
declining share of total employment, i.e., just 
over 14 per cent. Compared with the definite 
decline in agricultural employment as a per- 
centage of the total, the industrial sector has 
remained relatively static, without doing much 
to absorb the redundant manpower in agricul- 
ture, which has gravitated towards the tertiary 
sector. 


Thus, manufacturing has absorbed only some 
3.8 million persons out of the 30 million who 
joined the ranks of the active population be- 
tween 1950 and 1968, in other words, about 
13 per cent of that total. 


In analysing this lack of dynamism, however, 
it should be taken into account that the share 
of artisan-type industry in total employment 
has shrunk most rapidly; from 7.5 per cent in 
1950 it decreased to 6.8 per cent in 1960, and 
is expected to be only 6 per cent in 1970. In 
contrast, the factory stratum has increased its 
participation from 6.9 to 7.5 per cent from 
1950 to 1960 and is expected to reach 8 per cent 
by 1970. 


These figures appear to indicate that the 
growth of factory employment is largely attri- 
butable to the absorption of manpower from the 
artisan stratum, which holds out no possibilities 
for the creation of new employment at the same 
rate as the growth of the total active population. 


Although this may be an essential feature 
of industrialization, its quantitative results are 
unsatisfactory as regards both the utilization of 
human productive resources, and its contribu- 


tion to the attainment of a progressively higher 
level of social well-being. 


Admittedly, at least part of the explanation 
of this trend may be found in the evolution of 
industrial production as regards its distribution 
by branches of industry. As stated previously, 
the output of the food, textile, footwear, clothing 
and traditional industries in general which are 
labour-intensive, has been growing relatively 
slowly, while the chemical, petroleum and 
petroleum products, and basic metal industries 
have absorbed an increasing proportion of the 
new production capacities and have therefore 
expanded more rapidly in terms of both produc- 
tion value and employment, although they have 
fewer workers per unit of production. 


In addition, the tendency to set up larger 
establishments, as a result of the above- 
mentioned possibilities of capital formation at- 
tendant upon the expansion of markets and the 
rising level of internal development in the 
Latin American countries, has made for the 
assimilation of up-to-date production techniques 
in practically isolated large-scale units, without 
those techniques spreading to the smaller-scale 
establishments even in the same branches of 
industry in which the large-scale units are 
operating. 


The fact that in 1960 about 60 per cent of 
employment in the traditional branches of in- 
dustry was concentrated in artisan-type industry, 
compared with only 35 per cent of employment 
in the chemical and metal-transforming indus- 
tries, shows that any change in the structure of 
the sector that implies a reduction in the share 
of the traditional industries will inevitably 
result, under present conditions, in a slower 
increase in industrial employment. 


Although the effect of the evolution towards 
the dynamic branches of industry is the prime 
factor underlying the industrial sector’s slow 
absorption of manpower, another factor which 
should not be overlooked is that the production 
techniques utilized have not always been the 
most suitable from the standpoint of the existing 
supply of productive resources in Latin America. 
This is explained, first, by the tendency to 
take over, lock, stock, and barrel, the techniques 
developed by the industrial countries which 
“export” them together with the equipment 
specifically designed for them, and, secondly, by 
the fact that no thought has been given to other 
alternatives adapted to the particular conditions 
prevailing in the Latin American countries. 
Thus, the capital available in these countries has 
been used without obtaining the highest possible 


rates of employment of human resources that 
would be compatible with high productivity 
levels. Another contributory factor has been the 
lack of social objectives in the industrial policies 
adopted. 


These are some of the conditions which, 
together with the general shortage of financial 
resources, have determined the slow absorption 
of manpower by industry. 


In addition to the quantitative problems 
arising in relation to manpower, it is worth 
while analysing other aspects relating to the 
occupational categories in industry and their 
level of professional training. 

Thus, for example, the existence of a broad 
artisan stratum is reflected in the high propor- 
tion of own-account and family workers (paid 
or unpaid) in the total population employed in 
manufacturing industry. Whereas in developed 
countries in other parts of the world this type 
of worker represents not more than 8 per cent 
of the total,1® the proportion is generally over 
20 per cent, in the Latin American countries 
and in some—Ecuador, Haiti and Peru—it is 
nearly 50 per cent, as shown in table 9. These 
own-account and family workers, who are neither 
entrepreneurs nor wage-earners, are generally 
cut off from technical progress, and produce 
simply processed products on a small scale, using 
primitive or outmoded techniques, at a very low 
level of productivity. 


Moreover, industrial manpower training re- 
veals considerable gaps in relation to industrial 
development requirements. Only 0.4 per cent of 
the population engaged in industry have had 
professional training, and only 1.2 per cent are 
technicians, while 87 per cent are operatives 
and manual workers. In this category, 30 per 
cent have had no training at all and 50 per cent 
have had insufficient training. 


This situation reflects deep-rooted problems 
related to the inadequacy of basic, technical and 
professional education in the region, which 
affects all sectors of activity; but it must also 
be recognized that, at least at the professional 
and technical level, there is one factor which 
depends exclusively on the industrial sector. 
This is its inability or lack of any desire to 
attract this type of worker, as shown by the 
small share of the total number of available 
professionals and technicians who are employed 
in industry—8 per cent of the former and less 
than 7 per cent of the latter—while 76 and 


19 Two per cent in the Netherlands, 3 per cent in 
Iceland, 5 per cent in Sweden, and 8 per cent in France. 
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Table 9 


SELECTED LATIN AMERICAN COUNTRIES: DISTRIBUTION OF THE LABOUR 
FORCE IN INDUSTRY, BY OCCUPATIONAL CATEGORY, 1965 


(Percentages of total population employed in industry) 


elier Other 
accoun 4 
Country she TS fan a TEs a pe Total 

workers 
ATeentinan sus sep pore terest 10.7 14.2 75.1 — 100 
Brazil ttc cotati re te cotens toe mince DE, 10.4 86.9 — 100 
(Git apa eticka gees Saeed sates 1.9 22.0 76.1 — 100 
Colombiaue-< dae sccSee at anies IG 5 28.1 65.7 1.0 100 
Costa Rica ne oe Bris nese: a 222, Takes 2.8 100 
Dominican Republic .......... 1.3 32.5 66.2 ~ -— 100 
EiCUad OL) stadia Me cierer ase eaten all ~ 49.6 47.6 0.7 100 
il, Salvador. & mccp mie ais Seba Sal 29.1 65.6 — 100 
Hatin. Seneycrys Sete cele 1.9 41.0 56.9 0.2 100 
M6xiCOw yoysStedie serdar ees omrotarees 1.4 17.1 81.5 —~ 100 
Panama: 22a. <faaas epeten aoe 3.7 26.6 69.7 — 100 
Peérat) |. deat. See. ae erin eit 1.9 44.4 535 — 100 
Wruguay .(:G2 ies Sete eee 6.9 18.9 73.5 -- 100 
Venezuela’... 2titea noth faiier 3.5 28.5 67.6 — 100 


Source: ECLA, on the basis of data supplied by the various countries. 


85 per cent respectively are concentrated in 
servicing jobs (see table 10). 

In the face of Latin American industry’s 
scant ability to retain human resources, there 
has been a growing tendency in the developed 
countries, particularly the United States, to 
absorb professionals, technicians and scientific 
workers from the less developed countries, who 
are attacted by better pay and a field of action 
that is richer in technical possibilities. This has 
still further reduced the supply of highly trained 
personnel. 

Where the problem becomes really critical, 
however, is in the employment of intermediate- 
level workers and technicians. 


Although, in the last few years some coun- 
tries have introduced new professional training 
services”? which focus attention on training adult 
manpower, in addition to the traditional indus- 


20 Such as the National Training Service (Servicio 
Nacional de Aprendizaje-‘SENA) established in Colom- 
bia in 1957; the Educational Training Institute (Insti- 
tuto de Capacitacién Educativa-INCE) established in 
Venezuela in 1960; the National Industrial Training 
Service (Servicio Nacional de Aprendizaje de Trabajo 
Industrial-SENATI) established in Peru in 1961; the 
National Professional Training Institute (Instituto Na- 
cional de Capacitacién Profesional-INACAP) established 
in Chile in 1966; and the National Industrial Training 
Service (Servicio Nacional de Aprendizajem Industrial- 
SENAI), which has existed in Brazil since 1946. 
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trial and technical schools already existing in 
the region, this is still a crucial problem in 


Table 10 


LATIN AMERICA: ESTIMATED OCCUPATIONAL 
STRUCTURE OF THE LABOUR FORCE IN IN- 
DUSTRY AND PERCENTAGE OF EACH OC. 
CUPATIONAL CATEGORY EMPLOYED 


Occupational 


structure Percentage 
of the of each 
Occupational category population occupational 
employed in eee! SP 
industry Paes ake 
(percentages) PO TCRAELY: 
Professionals; 5 sfjerei- aide! 0.4 8.1 
TechnicianS. ........000- 3 6.6 
Administrators and mana- 

POLS sek tceseaie smaate 2.6 13.3 
Employees and salesmen.. 7.9 11.0 
Operatives and _ artisan 

workers 

Skilled a6 cake ete aepite 1) 44.7 

Semi-skilled .......... 43.3 37.0 

Unskilled «14... 4a¥va,s'« 26.1 9.0 
Service personnel ....... 1.2 14 

Torat 100.0 157, 


Source: Education, human resources and development 
in Latin America (United Nations publication, Sales 
No.: E.68.11.G.7), p. 24. 
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‘relation to both industrial productivity levels 
_and to its social repercussions. 


or whether it would be better to concentrate on 
creating new production capacity in more capi- 
tal-intensive branches and products with a 
higher level of productivity per worker, and to 
leave the above-mentioned responsibility to the 


| The lack of training of a high proportion of 
_manpower, combined with the inadequacy or 


unsuitability of equipment and entrepreneurial 
weaknesses, results in low productivity, with 
the resulting rise in production costs which can- 
not be offset by paying low wages to unskilled 
personnel. 


Further, as a result of the slow manpower 
absorption and the shortage of skilled personnel, 
a contradictory situation has arisen in Latin 
American industry: a steady demand for skilled 
operatives exists side by side with extremely 
high levels of unemployment. According to 
recent estimates, these average 6 per cent of the 
total population employed in industry, and may 
easily rise in periods of economic contraction. 


The foregoing considerations apply with 
varying force to the different countries of the 
region, the problems being more acute in the 
relatively less developed countries and also in 
certain areas of each country because of the 
geographical concentration of industrial pro- 
duction in a few major centres. 

The steps now being taken towards regional 
economic integration will probably lead to an 
even tighter situation with respect to require- 
ments of human resources and their utilization. 
The gradual liberalization of trade and the 
establishment of large-scale production units in 
place of the great many minor enterprises that 
are already in existence may well increase un- 
employment in the short term to a scarcely 
tolerable extent. 

Even if there were a growing volume of 
financial resources to help create new job oppor- 
tunities in industry, and thereby offset the 
above-mentioned effects, it would no doubt 
become necessary to reorient and retrain large 
manpower contingents who would have to shift 
to other activities in the industrial sector or to 
other parts of the country, or even to other parts 
of the region.*1 


In view of these prospects, it would be wise 
to consider carefully, in establishing a develop- 
ment strategy for the next few years, whether 
the industrial sector can be forced to absorb a 
larger proportion of the manpower available, 


21The LAFTA document entitled “Financiamiento de 
la reconversién industrial y de la reorientacién de la 
mano de obra” (December 1967) deals with some of 
the problems discussed in the European Coal and 
Steel Community (ECSC) and the European Economic 
Community (EEC). 


services sectors. In all probability, this dilemma 
will never arise, and it will be necessary to 
seek a balanced combination of the two extreme 
solutions, so that by specializing in some lines 
of industrial activity it will be possible to attain 
sufficiently high productivity levels to gain access 
to external markets, which is one of the prere- 
quisites of future development, and, by in- 
creasing the number of activities with lesser 
capital requirements, a reasonable proportion 
of manpower may be absorbed. 


Any decision on this point should be based on 
a comprehensive and far-reaching knowledge of 
the alternative technological solutions. For this 
it would be necessary first to carry out a pro- 
gramme of technological research taking into 
consideration the supply of natural resources, 
capital and manpower existing in each of the 
Latin American countries. Another prerequisite 
for development is a rapid increase in the supply 
of skilled manpower at all levels, which in turn 
would require the mobilization of resources and 
instruments going far beyond the field of in- 
dustry itself. 


5. INTEGRATION AND THE EXPORT OF 
MANUFACTURES TO WORLD MARKETS 


Integration, in terms of import substitution 
at the regional level, and the promotion of ex- 
ports of manufactures to world markets are 
considered effective instruments for reorienting 
industrial development in Latin America so as 
to take advantage of favourable conditions in 
different countries and technological advances 
by gradually opening the way for competition; 
this would be one means of revitalizing the 
weakened industrialization process and of over- 
coming the isolation and deficiencies noted in 
previous sections. 


(a) Integration 


The economic co-operation systems striving to 
achieve those objectives in Latin America are 
the Latin American Free Trade Association 
(LAFTA), the Central American Common Mar- 
ket (CACM) and, more recently, the Caribbean 
Free Trade Association (CARIFTA), whose 


main characteristics are briefly described below. 


(i) Latin American Free Trade Association. 
The Montevideo Treaty established the following 
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instruments to achieve its objectives: the libera- 
lization programme (National and Common 
Schedules), the complementarity agreements, 
and to the resolutions on harmonization and co- 
ordination of policies. It is a well-known fact 
that the target of the liberalization programme 
is to eliminate intra-Area tariff barriers for sub- 
stantially all of existing trade, through annual 
commodity-by-commodity negotiations (micro- 
negotiation). The idea was that the negotiations 
for the reciprocal opening up of markets would 
lead to the development and/or establishment 
of industries that would satisfy the new demand 
for industrial products thus created. 


Apart from the instruments established by the 
Treaty, 
of the Advisory Commission on Industrial De- 
velopment (CADI) and of the working groups 
of government experts on steelmaking, petro- 
chemicals, pulp and paper and fertilizers is 
already in operation. The mandate of CADI 
and these groups is to devise and put forward 
specific integration formulas to the LAFTA 
Standing Executive Committee. An analysis of 
the trade flows between countries in the Area in 
recent years appears to indicate that the system, 
even with the limitations indicated in subsequent 
sections has given rise to increasing flows of 
industrial products, many of which are highly 
processed. 

In fact,?? while intra-Area imports of nego- 
tiated products rose from nearly 300 million 
dollars in 1962 to over 650 million in 1966, the 
proportion of manufactured products in those 
imports climbed from 18 to 25 per cent; ‘total 
imports of manufactures thus reached nearly 
160 million dollars in 1966 compared with 53 
million in 1962, as shown in table 11. 


The largest increases in exports are recorded 
in the following groups:?* office machines (from 
175,000 dollars in 1962 to over 7 million in 
1966) mainly from Argentina and Brazil; metal- 
working machinery, mainly machine-tools (from 
300,000 dollars to 3.2 million) from Brazil and 
Argentina; excavating and earth-moving ma- 
chinery (from 5,000 dollars to 1.5 million) 
almost exclusively from Brazil; sewing machines 
(from 32,000 dollars to 1.3 million) from 
Brazil; domestic electrical equipment mainly 
razors (from 70,000 dollars to 900,000) almost 


22 The analysis is based on the figures available for 
imports between 1962 and 1966. They include not only 
trade generated by tariff reductions through the National 
Schedules, but also that deriving from the Common 
Schedule and from complementary agreements. 

23 The Standard International Trade Classification 
(SITC) has been used. 
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the mechanism based on the activities - 


exclusively from Argentina; primary batteries 
and cells (from 400,000 dollars to 1.7 million) 
from Brazil and Mexico; electronic valves and 
tubes (from 175,000 dollars in 1963 to nearly 
2 million in 1966) mainly from Brazil, Mexico 
and Chile; and condensers (from 3,000 dollars 
tov]. tice from Brazil and Mexiag: 


There were also considerable increases in rub- 
ber tires (mainly exported by Brazil, Colombia 
and Uruguay), newsprint (from Chile), special - 
steel bars (from Brazil), steel plates and sheets 
(from Brazil, Mexico and Chile), iron and steel 
tubes (from Mexico, Argentina and Brazil), 
razor blades (from Argentina and Mexico), 
musical instruments (from Brazil and Mexico), 
printed matter (from Argentina and Mexico), 
synthetic rubber (from Brazil and Mexico), 
chemical wood pulp (from Chile and Brazil), 
mechanical wood pulp (from Brazil), synthetic 
fibres (from Colombia and Mexico), etc. 

Under the head of food, the main increases 
were in sales of canned fish (from 30,000 
dollars in 1962 to 500,000 in 1966), Peru and 
Chile being the chief exporters, while canned 
fruit rose from 600,000 dollars to nearly 3 
million, with Argentina, Chile and Menigo as 
the main exporters. 


Exports of chemical products are eae di- 
versified, the total being made up of a wide 
range of items, mainly supplied by Mexico, If 
the total for industrial products excludes metals 
—copper, lead and zinc, which, apart from not 
receiving large reductions in tariffs, are more 
in the nature of primary products—the share of 
industrial products more than doubled between 
1962 and 1966 (increasing from 9 to 20 per 
cent); when metals are included, the share in- 
creases by only 40 per cent (from 18 to 25 per 
cent). For a clearer measurement of the effect 
of the trade liberalization programme, however, 
special consideration is given to machinery and 
transport equipment, which face strong compe- 
tition from the rest of the world. Imports of 
these products rose from 1.3 million dollars in 
1962 to nearly 29 million in 1966, or from 4 
to 20 per cent of the total value of industrial 
products, excluding metals. 


These figures undoubtedly lose some of their 
significance if they are compared with negotiated 
intra-Area imports (650 million dollars in 
1966), and still more in relation to total intra- 
Area imports (some 760 million dollars in 
1966) or imports from all parts of the world 
(6,500 million dollars in 1966). 


Although these relationships do nothing to 
disprove the central fact that trade in industrial 


products increased substantially, there is no 
doubt that they raise the question of whether 
the above-mentioned objectives can be achieved 
by this means within the established time- 
limits. Unfortunately, there is no information 
to show how far the new trade in industrial 
‘products resulting from the LAFTA liberaliza- 
tion programme has been reflected in additions 
to production capacity—whether in the form 
of new plants or the expansion of existing ones 
—or whether use has been made of existing idle 
capacity. In either case, however, it has had a 
fairly favourable impact on industrial develop- 
ment in the major countries of the region, and 
to some extent in Chile and Colombia, although 
‘on a far smaller scale. 


_ Over and above the foregoing effects, how- 
ever, even within its narrow limits this trade 
in industrial products has had the virtue of 
blazing a trail for industry in several countries, 
which have thus either initiated or intensified 
a tendency to emerge from their isolation into 
a more competitive sphere. 


The multinational arrangement known as the 
Andean Group now embraces Bolivia, Chile, 
Colombia, Ecuador and Peru. According to the 
Declaration of Bogota, it was established as a 
link in the process of integrating the whole re- 
gion; the Declaration lays down the bases for 
an action programme which includes such 
aspects as the liberalization of reciprocal trade, 
co-ordination of industrial development policies, 
establishment of multinational enterprises, etc. 
It was also agreed to set up a subregional de- 
velopment corporation. 


The formation of subregional groupings was 
viewed favourably at the Meeting of American 
Chiefs of State in April 1967 and the meeting 
of foreign ministers in September of that year, 
on the understanding that such subregional 
agreements should be temporary and compatible 
with the central objective of regional integra- 
tion. In addition to the. agreement on petro- 
chemical products signed by four countries 
members of the Andean Group (Bolivia, Chile, 
Colombia and Peru), which is referred to in 
chapter III, other interesting projects include 
complementarity agreements on the metal-trans- 
forming industry and the motor-vehicle industry, 
more headway having been made in the studies 
on the former. 


(ii) Central American Common Market 
(CACM). It is generally agreed that the liberali- 
zation of trade has shown satisfactory results. 
Nearly all reciprocal trade (intra-regional im- 
ports amount to over 170 million dollars), 


which represents from 18 to 20 per cent of the 
total volume of trade, has been liberalized, and 
goods circulate freely throughout Central Amer- 
ica. It is interesting to note the accelerated 
growth of the share of industrial products in 
this trade, which is now estimated at over 50 
per cent. 


A highly significant achievement is the adop- 
tion of a common external tariff, which at pre- 
sent covers 85 to 90 per cent of the area’s total 
imports. 

The Central American Common Market, which 
dates from 1957, represents the first attempt at 
subregional integration in Latin America. Be- 
sides being of longer standing than LAFTA, it 
has more instruments and institutions. The 
former include ithe General Treaty on Central 
American Integration, instruments for the equal- 
ization of import duties and charges, for the 
harmonization of fiscal incentives to develop- 
ment and for the protection of industrial prop- 
erty, and two agreements or systems for the pro- 
motion of industry. It has made great strides in 
the liberalization of trade. The main instruments 
for promoting and guiding industrial develop- 
ment have been the Régime for Central Amer- 
ican Integration Industries and the Special Sys- 
tem for the Promotion of Production. The first 
is designed to promote industries which require 
access to the whole Central American market 
in order to operate on a reasonably economic 
scale; the tendency, therefore, is for only one 
industrial establishment to be classified as an 
integration industry. 


Industries in this category enjoy a number of 
advantages: more favourable official base values 
than those in the common external tariff, exemp- 
tion from customs duties on raw materials or 
semi-finished goods, and from taxes on their 
production or consumption, as well as the tax 
benefits to which they are entitled under the 
Central American Agreement on Fiscal Incen- 
tives to Industrial Development. In exchange 
for all this, there are a number of obligations 
and commitments such as compliance with 
quality standards, use of a minimum amount 
of Central American capital, and a minimum 
initial production capacity. 

The Special System for the Promotion of 
Production consists in the establishment of re- 
gional tariff protection over and above that 
provided by the Central American Standard 
Import Tariff, which is not applicable until 
production covers at least 50 per cent of re- 
gional demand. This was a resource used to 
support the Régime for Central American In- 
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tegration Industries and to bridge certain gaps 
that had been noted in its operation. 


Lastly, the Central American Agreement on 
Fiscal Incentives to Industrial Development is 
intended to supplement the other systems in the 
promotion and orientation of new industries and 
the expansion of existing establishments; the 
incentives are scaled according to the type of 
product manufactured, the greatest benefits 
being extended in respect of capital and inter- 
mediate goods. 


These incentives mainly comprise total or par- 
tial exemptions from customs duties, taxes on 
income and profits, and taxes on assets and net 
worth. 


Honduras and Nicaragua—as economically 
relatively less developed countries in the area— 
have received preferential treatment through 
this group of promotional measures. 


Broadly speaking, Central America’s decided 
progress in the field of trade contrasts with its 
sluggish industrial development, Active promo- 
tion is needed, and this in turn requires in- 
dustrial development programming at the na- 
tional and subregional level, which is definitely 
lacking in Central America. 


As may be observed, although the integra- 
tion process in Central America has more insti- 
tutional instruments than its counterpart in the 
Latin American Free Trade Association, its 
achievements cannot be regarded as strikingly 
superior to LAFTA’s. In both cases there have 
been negative and retarding factors whose action 
will be analysed later, 


(iii) The Caribbean Free Trade Association 
(CARIFTA), which was established at the end 
of 1965, originally comprised Antigua, Barba- 
dos, Guyana, and Trinidad and Tobago. Jamaica 
was admitted at the end of June 1968, and the 
West Indies Associated States a few days later.*4 


Its main commitment is to abolish import 
duties over a period of ten years on a list of 
products covering about 75 per cent of present 
intra-area trade. Special treatment is given to 
agricultural commodities, particularly sugar. 


In the field of industry, Trinidad and Tobago 
is particularly interested in obtaining new mar- 
kets for its petroleum products, while Barbados’ 
chief hopes lie in expanding its re-export trade, 


24The following is a complete list of the members 
of CARIFTA: Barbados, Guyana, Jamaica, Montserrat, 
St. Vincent, Trinidad and Tobago, and the West Indies 
Associated States (Antigua, Dominica, Grenada, St. 
Kitts-Nevis-Anguilla and St. Lucia). 
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Guyana, with its larger territorial area, is con- 
cerned with developing certain industrial crops 
and related industries. 

Since CARIFTA is a recently established sys- 
tem, there has been no experience on which to 
base any opinion regarding its operation. 


(b) Exports of manufactures to world markets 


The Latin American countries, like all de- 
veloping countries, have traditionally been ex- 
porters of primary commodities, including agri- 
cultural and mining products. Some of them 
have also been traditional exporters of processed 


products: canned meat and semi-processed wool — 
products (Argentina and Uruguay), copper 


(Chile), lead, silver and zinc (Mexico), petrol- 
eum products (Venezuela), etc. It is well known, 
however, that these industrial exports had very 
special characteristics and development trends; 
and in many cases the foreign exchange earnings 
were not even controlled by the countries con- 
cerned. The products were generally designed to 


satisfy a specific market, in the hands of foreign — 


enterprises, which controlled both ends of the 
operation. 


It was only at the beginning of the present 
decade that the Latin American countries became 
concerned with developing a genuinely autono- 
mous flow of manufactured products to the 
world market. 

This coincided with the institution of the 
LAFTA and CACM integration systems and with 


the emergence of trends in international co- 


operation which focused aid to developing coun- — 


tries on the improvement of their trade, through, 
for example, the opening up of the developed 
countries’ markets to industrial exports from 
developing countries. 

The major countries of the region were al- 
ready at the point where manufacturing tech- 
niques imposed scales which in may cases went 
beyond the limits of the domestic markets; this 
naturally led them to consider the possibilities 
offered by external markets. Moreover, in at 
least two countries—Argentina and Brazil—a 
severe contraction of domestic demand undoubt- 
edly exercised an effect and inspired an active 
interest in external markets. 


All this took place concurrently with the 
efforts made at international meetings—as in the 
case of the sessions of the United Nations Con- 
ference on Trade and Development (UNCTAD) 
—to secure access to the industrialized coun- 
tries’ markets for manufactures from the rest 
of the world. 


In more recent years—especially since 1965— 
the majority of the Latin American countries 
have devoted most of their efforts in this sphere 
to the establishment of an institutional system, 
with differing degrees of success. Mexico was 
the first country to complete such a system; its 
focal point was the Banco Nacional de Comer- 
cio Exterior, an autonomous public institution 
which, together with other bodies, fulfils the 
appropriate functions. 


Although these efforts, which in some countries 
cover virtually the whole range of government 
support for exports, have not had striking re- 
sults, there is no doubt that, in some degree, 
whatever has been achieved thus far has been 
made possible by the relevant provisions adopted. 
It should be noted in this respect that, on occa- 
sion, the creation or expansion of export flows 
was due largely to exchange, fiscal and other 
general measures aimed essentially at improving 
the market prospects for primary commodities 
and not to deliberate action. Exports of manu- 
factured products amount to about 800 to 900 
million dollars,?> or less than 10 per cent of 
total exports. 


They consist largely of exports to other coun- 
tries in the region, particularly those belonging 
to the integration system. In 1966, 31 per cent 
of Argentine exports and 40 per cent of Brazil- 
ian exports found markets in Latin America. It 
is much more significant, however, to consider 
exports of non-traditional, highly processed 
manufactures, i.e., to eliminate the effect of 
products such as hides, combed wool, canned 
meat, etc. from Argentina, and menthol, coffee 
extract and so on from Brazil, whose principal 
markets have traditionally been the industrial 


25 Excluding exports of petroleum products, unpro- 
cessed metals—copper, lead, zinc, etc.—sugar, wood, oils 
and other traditional exports of manufactures and semi- 
manufactures. 


countries. For a more accurate—although still 
very rough—idea of the importance of the Latin 
American countries as the destination of manu- 
factures produced in the region, attention should 
be turned to comparatively recent exports of 
highly processed products. Thus, in 1966, Ar- 
gentina dispatched 76 per cent of its total ex- 
ports of metal products and machinery of all 
types to other Latin American countries, and 
Brazil 73 per cent. 


An appreciable volume of exports to other 
areas has also been recorded, however: cotton 
textile products (yarn and fabrics) from Brazil 
and Colombia to the United States, Brazilian 
printed fabrics to South Africa and Angola, 
Chilean furniture and footwear to the United 
States and Chilean newsprint and pulp to 
Australia, communications materials from Ar- 
gentina to Viet-Nam, etc. 


The developing countries are concentrating 
their efforts on obtaining access for their manu- 
factures to the markets of the industrialized 
countries through a system of general non- 
reciprocal preferences. The attitude of the de- 
veloped countries at the second session of 
UNCTAD was obviously not very encouraging. 
It was decided there to set up a Special Com- 
mittee on Preferences, as an ancillary organ of 
the Trade and Development Board, to continue 
the consultations with a view to working out a 
system of non-reciprocal and non-discriminatory 
preferences in favour of developing countries. 


The need to find some workable formula is 
becoming increasingly urgent, especially in view 
of the emergence and ratification of new sys- 
tems or procedures giving special preferences to 
particular groups of countries, as is happening 
between the African nations, and the natural 
counterpart of this system, i.e., reverse prefer- 
ences which benefit the developed countries. 


CHAPTER II 


OUTLINE OF LATIN AMERICA’S MAJOR INDUSTRIAL DEVELOPMENT PROBLEMS 


The aim of the present chapter is to give a 
brief account of those aspects of industrial de- 
velopment in Latin America to which special 
attention should be devoted in the formulation 
of future policies. For the sake of simplicity 
and clarity, the problem will be classified in 
seven major categories. This list should not, of 
course, be interpreted as an attempt to establish 
an order of priorities. 


1. ECONOMIC CALCULATION REQUIREMENTS 
IN AN INDUSTRIALIZED SOCIETY 


In a number of countries inflationary pro- 
cesses of varying intensity have accompanied 
industrial development in Latin America, which 
has been based essentially on import substitu- 
tion. This situation, often combined with the 
maintenance of artificially high exchange rates, 
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may actually have facilitated the process, by 
stimulating the transfer of resources from the 
traditional export sectors to the nascent in- 
dustries. However, as the progress and con- 
solidation of industrialization gave rise to new 
requirements in respect of long-term planning 
for industrial operations, whether these were 
conducted by private or by public enterprises, 
the stabilization of the currency became a vital 
requisite for leaving behind the current phase 
of relatively inefficient industrial development 
more or less cut off from world flows of trade 
and technology, and making a start on the pro- 
gressive integration of Latin American industry, 
at the level of both regional and world markets. 


The structural changes that have occurred in~ 


Latin America during the past twenty years 
find synthetic expression in the high proportion 
of the gross product generated in manufacturing 
and construction—now some 30 per cent on an 
average, as against only about 18 per cent at 
the end of the Second World War. The cor- 
responding figures are much higher still in some 
countries of the region, which from time to time 
in recent years have derived up to 40 per cent 
of their gross product from the transforming 
industries in question. 

The foregoing data reflect sweeping changes 
in the structure of the economy, and reveal 
the need for corresponding adjustments in the 
institutional set-up and in economic policies 
as a whole, because the production, financing. 
distribution and internal and external market- 
ing of such a large volume of manufactured 
goods carry with them other requirements than 
those of economies where the product of the 
manufacturing sector is much smaller, and 
mainly primary commodities or semi-manu- 
factured goods are produced in the main. 

These requirements make themselves felt from 
various angles. In the first place, in an economy 
at a relatively advanced stage of industrial de- 
velopment, a hard currency which makes eco- 
nomic estimates meaningful is indispensable for 
those aspects of entrepreneurial activity which 
consist in estimating costs, analysing rates of 
return, planning new investment that will take 
a long time to mature and programming the 
expansion of existing markets and the conquest 
of new ones. 


Secondly, a large modern industry, charac- 
terized by increasing capital requirements and 
investments that are slow to mature, cannot be 
financed on an even moderately satisfactory 
basis in an atmosphere of rapid inflation, which 
discourages saving and virtually paralyses capi- 
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se 


tal markets, as well as being an incitement to. 
speculation and a ae to long-term opera- 
tions. ¥ 

The need to strengthen the capacity for 
capital formation in both private and public 
enterprises is perhaps one of the most cogent 
arguments for real stabilization of the cur- 
rency, as a prerequisite for the acceleration of 
industrial development. An enterprise, espe- 
cially a large one, is normally heavily depen- 
dent upon the capital market for resources to’ 
finance its expansion. Persistent inflation has 
hampered the operation of Latin America’s 
incipient capital markets, and in one or two 
cases has even wiped out capital markets whose 


~ volume of transactions placed them in a com: 


paratively outstanding position in relation to 
the industrialized countries themselves. And 
since dependence on capital markets for the 
financing of development is greater in the case 
of large enterprises than of medium-sized or 
small concerns, which can resort mainly to 
capital contributions from the restricted circle 
of their owner-partners, persistent inflation has 
the additional drawback of making it harder 
to build up and consolidate large-scale under- 
takings, which is a very important considera~ 
tion for the assimilation of new techniques or 
the improvement of the position of Latin 
American enterprises vis-a-vis their foreign 
counterparts. Similarly, this is another factor 
making for the increased dependence of Latin 
America’s industrial development upon foreign 
private capital and thus aggravating one of the 
most serious problems that have to be faced 
by industrialization policy in the countries of 
the region. 

Accordingly, the analysis of Latin America’s 
recent experience in the field of industrial de- 
velopment suggests that if the process is to be 
speeded up and streamlined sufficiently to per- 
mit of a break-through into world markets, 
effective stabilization of the currency is essen- 
tial, with all that the pursuit of this basic 
objective may entail in the way of steadfast- 
ness of purpose, supplementary policies, and 
efficiency and flexibility in the use of the ap- 
propriate instruments, notwithstanding the 
greater obstacles to its attainment in devel- 
oping countries. 


2. IMPORT SUBSTITUTION, METHODS OF 
INDUSTRIAL PROMOTION AND ALLOCATION 
OF RESOURCES 


Secondly, mention must be made of the dis- 
torting effects of import substitution policy on 


the allocation of resources. In many sectors of 
industry it results in high costs, which react 
on the economy in different ways, reducing the 
real income of consumers, cramping the growth 
possibilities of other sectors that use the pro- 
ducts of the former groups as inputs, and 
_ limiting export opportunities. 

The criticism levelled against import sub- 
stitution should not be taken to imply a gen- 
eralized disparagement of the validity of that 
_ method of achieving industrial development at 
_ the time when it was applied and in the cir- 
cumstances then prevailing. An appraisal aiming 
at that sort of historical evaluation would 
probably bring to light certain negative factors 
that have had an adverse influence on the 
structure of industrial production deriving 
from tariff protection. They would include, in 
particular, the non-selective character of pro- 
tectionist measures, or if they were selective, 
the unsuitable criteria applied, or the exces- 
sively high barriers set up, or the fact that 
import restriction measures were mainly or 
entirely subordinated to balance-of-payments 
objectives, regardless—or almost regardless— 
of the internal structure of production that was 
thus being established. For the time being, 
_ however, the aim is not to undertake a critical 
evaluation of past developments, for which 
purpose the different circumstances of the in- 
dividual countries would have to be taken into 
- account, but to point out what is needed in 
present conditions. The structure of produc- 
tion is now widely diversified, and in many 
countries of the region®® additional import 
substitution possibilities are largely confined to 
highly capital-intensive lines of production in- 
volving complex technology. Given this situa- 
tion, industrial development based on substi- 
tution and the somewhat rough-and-ready 
methods adopted by import substitution policy 
should give way to policies and instruments of 
a different type, more dependent on the opera- 
tion of the market and more closely integrated 
with an over-all policy designed to promote 
efficiency and technical progress throughout 
the whole economy. 

In this process of reorientation, an essential 
step will be to make industrial development 
increasingly independent of balance-of-pay- 
ments problems and, above all, of quantitative, 
exchange and tariff restrictions on imports 


26Jt must be borne in mind, of course, that existing 
conditions differ widely from one country to another. 
The comments formulated here relate primarily to those 
Latin American countries where industrial development 
has made most progress. 


manipulated in relation to external payments 
problems. The fact that in most of the Latin 
American countries industrial development has 
been subordinated to changing requirements in 
respect of external payments controls is largely 
responsible for many of the handicaps by which 
the structure of industrial production in the 
region is affected today. In this context, suffice 
it to mention three major difficulties. 


In the first place, the scale of the protection 
afforded through import controls has often 
been out of proportion to what was really 
needed to offset initial disadvantages, deriving 
either from inadequate scales of production or 
from lack of technical and administrative ex- 
perience. As the protectionist barriers were 
established with an eye to balance-of-payments 
problems, they were set so high as to pre-empt 
markets and thus create situations that were 
unfavourable to competition and to the con- 
stant improvement of manufacturing methods 
and processes. 


Secondly, for the same reason—the pre- 
dominance of external payments considerations 
in the management of import controls—there 
has been a tendency to extend protection in- 
discriminately to a very wide range of pro- 
ductive activities or even to all branches of 
production, which has militated against speciali- 
zation and the channelling of investments in 
terms of comparative advantages. Even when 
selective criteria have been applied in relation 
to import controls, they have as a rule been 
based on social considerations, the idea being 
to restrict external purchases of “luxury” 
articles and encourage imports of “essential” 
items, such as raw materials and capital goods. 
This has helped to distort the structure of pro- 
duction, giving it a bias towards the manu- 
facture of non-essential consumer goods, and 
holding back the sectors of key importance for 
development such as steelmaking, the chemical 
and petrochemical industries, and the manu- 
facture of industrial machinery and equip- 
ment. Thus the social objectives visualized 
(although as subsidiary aims) in the policy 
of controlling imports for balance-of-payments 
purposes have not been attained, since power- 
ful incentives have been provided for the estab- 
lishment of domestic consumer goods industries 
with over-emphasis on luxury items, and at the 
same time, flaws and disequilibria have been 
built into the structure of production which 
are still adversely affecting the prospects of 
accelerating industrial development in the re- 


gion. 
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It should be pointed out, however, that many 
of the durable consumer goods that are re- 
garded as luxury items—cars, for example— 
do or do not fall into that category according 
to the circumstances in which they are used. 
Moreover, the industries that produce them, 
besides being concerned in the manufacture of 
other products which are essential capital 
goods—lorries, tractors, stationary engines, etc. 
—constitute markets for industrial raw ma- 
terials and intermediate products (steel and 
other metals, castings, forgings, parts of all 
types, etc.) which are used indiscriminately 
in the manufacture of both luxury and non- 
luxury consumer goods and of capital goods, 
and generally call for such a big scale of 
production that it can only be sustained by the 
sum total of demand for finished products of 
all kinds. Nevertheless, despite the reservation 
implicit in these considerations, the distorting 
influence of import control criteria on the 
structure of industrial production in Latin 
America is beyond all question. It is evidenced, 
for instance, in the fact that Latin America 
still effects large-scale imports of items for 
the production of which the region clearly 
possesses potential comparative advantages, 
either in the shape of the natural resources on 
which the corresponding manufactures are 
based (in the case of steel, aluminium, pulp 
and paper, and many basic chemical products, 
both organic and inorganic) or by virtue of 
other manufacturing characteristics and the 
natural or acquired aptitudes to be found in 
many of the Latin American countries (in the 
case of wood products, machinery and equip- 
ment, etc.). 


Thirdly, another great drawback to indus- 
trialization obtained as a by-product of mea- 
sures to stabilize the balance of payments is 
the dissociation of the process from industrial 
programming. Either there is no such thing as 
systematic programming—for the very under- 
standable reason that its introduction is not 
worth while, since the promotion instruments 
used are manipulated at the level or as a func- 
tion of external payments problems—or where 
it does exist, it is ineffectual and academic, 
for want of instruments of action. This divorce 
between industrial development and program- 
ming is a particularly unfavourable factor for 
obvious reasons, only one of which will be 
singled out here: in increasingly complex mod- 
ern economies, like those of many Latin Amer- 
ican countries today, industrial activities are 
characterized by their close interdependence 
and self-sustained growth. The installation of 
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certain industries is a sine qua non for the 
establishment of others which use their pro- 
ducts as inputs, if the course followed is not 
to be that of undertaking solely finished manu- 


factures, entirely dependent upon imports for 


the raw materials and machinery required. 
Conversely, the expansion of certain branches 
of industry manufacturing finished products 
may be an essential requisite for the formation 
of a market for a specific raw material (pulp, 
steel, aluminium, etc.) or intermediate product 
(forgings, miscellaneous semi-finished metal 
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products, chemical products, etc.) compatible 
with minimum economic scales of production 


in the activities.concerned. This consideration 


-is all the more important in practice, inasmuch 


as it is precisely in these “basic” manufactures 
that the ratios between economic scales of pro- 
duction and the domestic markets of the Latin 
American countries are least satisfactory. 


Hence it is clear that industrial develop- 
ment programming normally has an important 
role to play, as a supplement to the operation 
of market forces, in establishing selective cri- 
teria which in each case will ensure that new 
industries are set up in the most appropriate 
order.?* If the promotion of industrial activi- 
ties depends primarily upon the indiscriminate 


protection resulting from balance-of-payments 


stabilization policy, determined by criteria 
which are necessarily alien to the guiding prin- 
ciples of industrial development, industrial 
programming is deprived of the opportunity to 
fulfil its purpose. 


As will be shown in more detail in a later 
chapter, the reorientation of economic policies 
called for in this case is a complex task, and 
has a bearing on a great many aspects of over- 
all economic policy. In part, it would entail 
an endeavour to solve external payments prob- 
lems primarily by far-reaching measures close- 
ly linked to monetary policy, and as little as 
possible through the prolonged or permanent 


application of extremely stringent import con- — 


trols. The attainment of such an objective 
depends, of course, upon the concurrent adop- 
tion of effective measures to stabilize the cur- 
rency, in view of the close relation between 
inflationary pressures and external payments 
problems. 


271It has been suggested that programming as a sup- 
plement to market forces may assume eyen greater 
importance at the level of Latin America as a whole, 
in connexion with the relatively less developed countries 
and the economic integration of the region, than purely 
in the context of the individual Latin American coun- 
tries, which is the approach primarily adopted here. 


_ This change of direction should be accom- 
panied, in the first place, by a radical revision 
‘of the customs tariff, which should be rein- 
stated as an instrument solely or mainly for 
‘the protection of industry, to be applied in 
conformity with the objectives and orders of 
priority resulting from industrial programming. 
Secondly, much more frequent and effective use 
should be made of industrial promotion in- 
‘struments whose application has only recently 
begun to spread in Latin America: inter alia, 
‘improved and diversified industrial credit 
facilities, tax exemptions, and the establish- 
ment of public utilities or infrastructure in 
close relation to private investment projects. 
It is true that these promotion instruments have 
been in use for some time in many Latin 
American countries. The point to be stressed 
here, however, is that the use made of them 
has been inadequate and relatively ineffectual, 
precisely for want of links—in practice im- 
possible to forge, in the existing circumstances 
-—with import substitution machinery based on 
foreign trade controls and in many cases pro- 
duces results that run counter to the aims of 
industrial programming. In other instances, the 
superimposition of one method of promotion 
on another—direct promotion on top of pro- 
tectionism—on behalf of one and the same 
activity gives rise to pre-empting of markets 
and to capital subsidies that represent trans- 
fers of resources probably far in excess of what 
is needed to produce the intended promotional 
effect. 


3. ECONOMIC USE OF CAPITAL AND 
. ACCELERATION OF DEVELOPMENT 
' Another important aspect of the requisite 
reorientation of industrial development in Latin 
_ America relates to the economic use of capital, 
which is adversely affected by specific policies 
and by a number of practices adopted parti- 
cularly in connexion with the development of 
the more capital-intensive industries, such as 
steelmaking, the chemical industries, pulp and 
‘paper manufactures, non-ferrous metallurgy 
etc. 


The first problem to be discussed is that of 
economic plant sizes, the magnitude of the 
economies of scale obtained in establishments 
approximating to the sizes in question, and the 
inadequacy of domestic markets in relation to 
such requirements. The sectoral analyses made, 
and the paragraphs in chapter I that deal with 
the technology problem, illustrate the point, 
and provide a basis for approximate quanti- 


fication of the economies of scale that are lost 
because of the separation between the indi- 
vidual country markets for some major sectors 
of industry. The economic integration of Latin 
America and the expansion of exports of manu- 
factures to the markets of the industrialized 
countries are the appropriate instruments for 
steadily increasing scales of production and 
reducing the gap between the usual sizes of 
plants in Latin America and of those serving 
the external markets in which it is hoped that 
Latin American industry will be having to 
compete in the near future. 


A question which in a way should come first, 
however, and which is perhaps of greater 
practical importance for the short and medium 
term, relates to the tendency for capital to be 
inefficiently utilized as the result of plant sizes 
which are below the economic minimum and 
smaller than would be warranted by the cor- 
responding domestic markets: in other words, 
the tendency not to take due advantage of all 
opportunities of making the industrial plants 
established as large as possible within the 
limits set by existing volumes of apparent con- 
sumption. As long as countries fail to avail 
themselves of the chances that their own 
markets afford them of saving on investment 
and production costs by manufacturing on 
larger scales, how can the expansion of those 
same markets on a multinational basis be 
seriously considered as a practical proposition ? 


It is relatively common, where “basic” in- 
dustries are concerned, to find that two or three 
plants are sharing a domestic market so small 
that in its entirety it would be barely sufficient 
on its own—or indeed totally insufficient—to 
sustain a single plant of moderately economic 
dimensions. The resulting diseconomies of scale 
represent a considerable waste of capital. 


The following are three cases in point. In one 
of the Latin American countries there are two 
aluminium plants in operation, with an approxi- 
mate annual capacity of 20,000 tons of alumi- 
nium metal each, and a third, with an annual 
capacity of 25,000 tons, is under construction. 
The ageregate sum invested in the buildings 
and equipment (excluding social projects, in- 
frastructure, etc.) of these three integrated 
plants (they also produce alumina) may be 
estimated, on the basis of technical coefficients 
taken from an ECLA publication, at 114 mil- 
lion dollars, or 1,750 dollars per ton of capa- 
city. If the aggregate capacity of all three 
—65,000 tons—were installed in a single plant, 
the investment that would be required may be 
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estimated at some 83 million dollars (about 
1,270 dollars per ton). In other words, a saving 
of 31 million dollars could be effected, i.e., 
nearly 30 per cent of the present estimated 
investment in the three plants. In actual fact, 
the saving of capital would probably be much 
greater, since for each of these plants substan- 
tial sums have to be invested in infrastructure 
projects (roads, water supply, power, etc.) 
which are not taken into account in the fore- 
going estimate. Furthermore, the construction 
of a single plant with a capacity of 65,000 tons 
would be far from exhausting the possibilities 
of achieving economies of scale in this line 
of production. One of its characteristics is the 


rapid decrease in unit investment up to a good~ 


deal more than 100,000 tons, which is the 
usual capacity of plants serving world markets. 


The second example relates to steelmaking. 
Two steel mills were built at the same time, 
each with an initial capacity of about 500,000 
tons of steel ingots, to be expanded later to 
2 million tons. The aggregate investment repre- 
sented by these two integrated plants certainly 
exceeds 600 million dollars, whereas the invest- 
ment required for a single plant with twice the 
above-mentioned initial capacity would probably 
be little over half that sum. It is true that the 
initial investment figures for the two mills are 
inflated by over-sizing of a great deal of 
auxiliary plants because of the subsequent ex- 
pansion projected, and that the investment per 
ton required for expansion purposes will be 
correspondingly lower. But this is no reason 
why the practice of over-sizing the plant in 
which the initial investment is placed, which is 
current in the iron and steel industry, could 
not have been applied in the construction of 
one mill with an initial capacity of 1 million 
tons of ingots, while construction of the second 
could have been deferred to a later date, in 
accordance with the growth of the market. The 
saving of capital during the period in which, 
as matters stand, the two plants are operating 
below the minimum economic level of capacity 
(about 1 million tons, since both mills manu- 
facture flat rolled products) would have been 
considerable. 


Lastly, a third example is afforded by the 
chemical industry. In one of the countries of 
the region three ethylene plants are in opera- 
tion, using as raw material propane in some 
cases and naphtha in others. The total amount 
invested in these three plants, whose aggregate 
production capacity is about 35,500 tons 
(although their real output is less), was ap- 
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proximately 12 million dollars. The investment 
needed for a single plant with the same total 
production capacity would not be more than 
about 6 to 8 million dollars, i.e. (as in the’ 
foregoing example taken from the steel indus- 
try), little over half the sum invested in the 
existing split-up industry. 

What circumstances or what policies are 
responsible for capital-wasting practices such 
as those illustrated above, which are current 
throughout the whole of Tota America? The 
causes differ, of course, from country to coun- 
try and from one branch of industry to another, 


One of the contributing factors is the attitude 
of-the-authorities to. the existence of several 
projects for starting the same line of manu- 
facturing. They are prone to consider that the 
decision to approve all the projects at once 
will be in the country’s best interests, since it 
will supposedly result in the expansion of the 
total volume of capital formation. This view 
disregards, in the first place, the inevitable - 
reduction of the scale of production in each 
project, and, secondly, the illusory nature of 
the increase in investment at the level of the 
over-all economy. The blame may largely be 
laid on the lack of official advisory agencies 
qualified to make a satisfactory technical and 
economic evaluation of major projects, and 
also, in some instances, on the limited political 
and administrative importance of such agencies, 
where they exist, in the bureaucratic hierarchy 
of the country concerned. 


Inefficient use of capital may also be partly 
imputable to the competition between inter- 
national consortia to establish: production facil- 
ities in countries that were formerly importers — 
of the items they manufacture, and the leaning 
towards over-simplification that inclines national - 
authorities to divide up the market arithme- 
tically among the various would-be investors. 
They supplement this procedure, of course, by 
setting up protective tariff barriers in inverse’ 
proportion to the resulting scales of produc- 
tion, again under the illusion that they are 
helping to swell the volume of investment in 
basic industries, regardless of such essential 
aspects of the problem as scales of production, — 
investment per ton of capacity and production — 
costs. 


The same sort of situation arises when the 
central authorities decide to set up certain 
basic industries for reasons of purely regional 
concern, irrespective of the considerations of 
efficiency and cost in their broadest sense which 


\ 
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| 
are implicit in the general tenor of national 
‘economic and social development policy. 


Another factor responsible for the under- 
‘utilization of capital is the extremely long time 
that major projects take to mature; apart from 
other drawbacks, this means that considerable 
| amounts of capital are tied up for inconveniently 
lengthy periods.28 Among the various deter- 
minants of this state of affairs is the failure of 
Governments to give clearly defined indications 
of the technical, financial and locational char- 
acteristics they would like the projects to 
embody. As a result, the necessary guiding prin- 
ciples are established in makeshift fashion in 
Tesponse to pressures and counter-pressures on 
the part of the various interested groups, and 
the less well-equipped the government to for- 
mulate directives or at least to arbitrate between 
the potential investors, the longer this process 
goes on. The investors in question are not 
always private consortia or foreign enterprises: 
they sometimes include autonomous or semi- 
autonomous State institutions, whose interests 
or views are not always identical with those 
of the central authorities. To make matters 
worse, especially as far as the central Govern- 
ment’s difficulty in playing the role of arbiter 
is concerned, the official agencies whose func- 
tion it should be to advise on final policy 
decisions have had little or no technical train- 
ing for the task. This weakness on the part of 
the institutions that should evaluate from the 
technical and economic standpoints, in adequate 
depth and detail, the different characteristics 
-and economic repercussions of investment pro- 
jects, will very probably be aggravated in the 
future, not only because of the increasing tech- 
‘nical complexity of the modern industries that 
will have to be established, but also on account 
of the rapid rise in the number of large-scale 
projects that will have to be handled every 
year, throughout the region, in consequence of 
‘the prospective growth of the main sectors of 
industry. 

The conclusions to ni drawn from the fore- 
“going considerations, from the standpoint of 
a possible reorientation of Latin America’s 
industrialization process in the course of the 
next development decade, relate to the intro- 
duction of basic changes both in policies for 
the major sectors of industry and in the insti- 


28In many cases, a corollary of the protracted matura- 
tion period of major projects is the length of time it 
takes to obtain a marketable product in the early stages 
of industrial operation. But here factors of a different 
‘kind come into play, analysis of which is outside the 
_ scope of the present study. 


tutions that lay down guidelines for investment 
policy, and will be more explicitly set forth in 
a later chapter. 


4, UsE OF MANPOWER AND ALTERNATIVE 
TECHNIQUES 


A salient feature of industrial development 
in Latin America has been the persistence of 
considerable margins of unemployment, even 
in cases where a good deal of effort has been 
devoted to industrial promotion and the estab- 
lishment of new manufacturing activities. This 
persistent and in many cases rising rate of 
unemployment has aroused concern as to the 
manpower absorption capacity of the industries 
that are growing up in the region, and has 
prompted investigation of its root causes. They 
may lie in the changes in the intersectoral 
structure of the economy that accompany de- 
velopment, in the proportions of the factors of 
production that characterize modern produc- 
tion techniques, or in both factors at once. 
Structural changes are represented mainly by 
the decline of the agricultural sector’s share 
in the product and in employment of labour, 
and by the reduction of the volume of man- 
power employed in agricultural activities as a 
result of the improvement in agricultural pro- 
ductivity. The production techniques available 
for application in the manufacturing sector 
reflect the proportions in which the factors of 
production are to be found in developed coun- 
iries where such techniques have their origin, 
and therefore, by increasing the capital and 
reducing the labour required per unit of pro- 
duct, add yet more surplus manpower to the 
labour force released by the mechanizations of 
asriculture. A vicious circle is thus created in 
Latin America’s development process, since 
endeavours to modernize agriculture and to 
introduce the most up-to-date techniques in 
secondary activities will increase the aggregate 
product only at the cost of increasing struc- 
tural unemployment. 

Some aspects of this problem must be more 
carefully considered, at least from the angle 
of industrial development. 

The manpower absorption capacity of an 
economy is a function of two main variables: 
the over-all growth rate of the product, and the 
proportions of the factors of production that 
are characteristic of efficient techniques. If the 
growth rate of the product is too slow in rela- 
tion to a given rate of population growth, there 
is bound to be a certain amount of unem- 
ployment, which will be the more considerable, 
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the more capital-intensive the prevailing pro- 
duction techniques. Obviously, if the rate of 
increase of the economically active popula- 
tion—very high to begin with—is rising still 
further, the growth rate of the product must 
keep pace with it closely enough to guarantee 
full employment; and that growth rate depends 
primarily upon the rate of capital formation 
and, in addition, upon the efficiency with 
which capital is utilized, i.e., on the capital- 
output ratio. 


Latin America’s situation in this connexion 
is by no means favourable, in view of the 
population explosion and the slackening of the 
growth rate of the product. The latter in its 
turn reflects both external-sector difficulties 
(adverse trends in the capacity to import and 
unfavourable movements of capital), and defi- 
ciencies in capital formation, as regards not 
only the proportion of the product saved and 
invested, but the efficiency with which the 
investment concerned is distributed and utilized 
throughout the economy. 


What are the specifically industrial factors 
contributing to this state of affairs? To take 
first the question of deficient capital forma- 
tion, the determinants clearly include the low 
level of capital formation in industrial enter- 
prises themselves—or in other words, as noted 
elsewhere in the present report, the inadequate 
degree of self-financing in most branches of 
industry—and the relatively low rates of return 
which are prevalent, despite high tariff protec- 
tion, in many industries, especially the most 
capital-intensive. These negative factors reflect 
the instability that still characterizes industrial 
and entrepreneurial structures in practically all 
the Latin American countries; moreover, their 
impact is reinforced by the fact that machinery 
for tapping savings is so shaky that it might 
as well not exist, and, as a result, capital for- 
mation in the entrepreneurial sector is hindered 
and reduced, 


Secondly, the growth rate of the product is 
also weakened by the decline of the capital- 
output ratio in many branches of industry, and, 
once again, particularly in the more highly 
capital-intensive. Of the different circumstances 
that help to account for inefficient use of capital 
—defective formulation or execution of major 
projects, anti-economic scales of production, or 
lack of complementarity between private and 
public investment in infrastructure—some have 
already been mentioned in the present chapter, 
and all of them have a depressive impact on 
the capital-output ratio. In other words, the 
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obstacles and stumbling-blocks crowding in the 
way of major projects (mainly connected with 
steelmaking and the non-ferrous metals and 
chemical industries), and determining dispro- 
portionate investment requirements per unit of 
product, constitute a key factor in the reduc- 
tion of the economy’s growth potential, and 
thus do much to undermine the manpower 
absorption capacity of the production system. 


If this diagnosis is accurate, there can be no 
doubt as to the general direction that remedial 
measures should follow. Increasing demogra- 
phic pressures, and the likelihood that the 
influence of the external sector will continue 
to be unfavourable in the predictable future, 
call for a drive to maximize the growth rate 
of the product through more vigorous mobili- 
zation of internal investment resources and pro- 
gressively greater efficiency in the use of the 
region’s meagre supply of capital. This im- 
provement in efficiency should take place in 
two directions. The distribution of capital 
throughout the economy should be brought into 
line with comparative advantages and the posi- 
tion in respect of competition at the world 
level; and more efficient structures of pro- 
duction should be established, which are de- 
signed to curb the downward trend and then 
raise the level of the capital-output ratio, The 
first of these two requisites—an allocation of 
resources more consonant with comparative ad- 
vantages—presupposes increased reference to 
market prices as pointers to investment, together 
with elimination of the distortions affecting 
price systems. The second implies the indis- 
pensability of much more definite and precise 
policies and administrative procedures for the 
selection and channelling of investment in 
major projects: policies and procedures far 
more independent of local considerations that 
have nothing to do with development strategy, 
and far more closely linked to consistent and 
effective programming for the economy in gen- 
eral and for industry in particular. 


The foregoing remarks rest on the assump- 
tion that the programming and execution of 
investment projects will be based on adoption 
of the efficient production techniques available 
in the countries which are the forcing-houses 
of technology. Is it to be inferred that the Latin 
American economies can expect no help in 
solving their employment problems from a 
modern technology which is evolving on highly 
capital-intensive lines? Does the state of tech- 
nique offer them no alternative options? Is 
there absolutely no possibility of a technolog- 


‘ical development process that will be autono- 
mous in the sense of being conditioned by 
determinants (market sizes, relative prices of 
factors of production, differential characteristics 
‘of locally available raw materials and pro- 
| ductive resources) which exist in the economic 
| 


and industrial life of Latin America and not 
in that of the highly industrialized countries? 


_ Each of these questions must be briefly con- 
_ sidered. 


if 


_ In the first place, it is true that in most 
cases the evolution of modern technology is 

characterized by production techniques which 
in relative terms, require more and more 
\ capital and less and less manpower per unit of 
_ product. The findings of the studies on specific 
_ branches of industry testify to the fact. How 
far this trend is determined by scientific and 
technical factors, irrespective of the economic 
interests of the countries in which basic and 
applied research is conducted, or by the growing 
disparity between the prices of capital and 
labour, which acts as an inducement to replace 
the latter factor of production by the former, 
is still a moot point. But in either case the 
_ result is the same: the production processes 
incorporated in modern techniques are becom- 
ing increasingly capital-intensive. 


Although these techniques require more 
capital and absorb less manpower, developing 
countries such as those of Latin America are 
virtually compelled to adopt them because they 
are generally more efficient in the economic 
-sense of the term: that is, they increase the 
amount of the product obtainable per unit of 
any factor of production applied, including the 
one that is in short supply in developing coun- 
'\tries—capital. Consequently, although  tech- 
nological progress in the developed countries 
is motivated by the desire to economize labour, 
the fact that as a rule the new techniques also 
permit of a saving of capital makes them 
attractive to developing countries, which thus 
find themselves faced with an unemployment 
problem in so far as the rate of economic devel- 
opment is too slow in relation to the prevailing 
state of technique. 


In other words, for the Latin American coun- 
tries the substitution of labour for capital with 
a view to raising the level of employment 
would mean the sacrifice of a varying propor- 
tion of the product, ie., it would be possible 
only through the adoption of less efficient pro- 
duction techniques. This is the crux of the 
technology problem for developing countries. 
Owing to the nature of the techniques available, 


and the direction in which modern technology 
is forging ahead at an increasing pace, the 
steady assimilation of new techniques, upon 
which the modernization of backward economies 
depends, will be compatible with the employ- 
ment of large proportions of the working-age 
population only if the rates of growth of the 
gross product are so high as to be quite out 
of line with Latin America’s development 
process in the past. 

The second question in the list, relating to 
the existence of alternative technological op- 
tions, calls for more thorough investigation of 
the subject. The assertion that the state of tech- 
nique is characterized by rigidity is a mere 
generalization, masking the differences between 
individual situations in different branches of 
industry. 


The availability of technological alternatives 
—that is, the possibility of adjusting the de- 
gree of capital-intensiveness to the relative short- 
age of the factors of production—is negligible 
for all practical purposes in activities in which 
continuous transforming processes are applied, 
such as the chemical industries, steelmaking, 
and non-ferrous metallurgy. In some of these 
activities technology has developed at lightning 
speed in recent years, and the new techniques 
emerging represent a substantial saving of man- 
power, increasingly large minimum economic 
scales of production, and the tying-up of more 
and more capital per unit of product.?® The 
alternatives, in the case of such industries, are 
not contemporary and equally efficient tech- 
niques. They represent earlier stages in the evolu- 
tion of technology, characterized, admittedly, by 
greater use of labour, but at the same time, in 
the sectors where techniques have developed 
most rapidly, involving a considerable loss of 
product per unit of capital. Thus, the adapta- 
tion of technology to the conditions of the 
environment would entail the adoption of old- 
fashioned and less productive techniques, which 
in many cases are also inferior to the more 
advanced processes from the standpoint of the 
quality of the goods produced. 


The situation is different, and somewhat more 
favourable, for activities such as the metal- 
transforming, textile and other consumer goods 
industries, in which a wider assortment of equip- 
ment is used, the degree of specialization varies, 
and, in many instances, the pace of technolog- 


29 Detailed information on these points will be found 
in the sectoral analyses (of the iron and steel, chemical, 
and pulp and paper industries) supporting the present 
preliminary study. 
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ical progress is slower. The choice of machine- 
tools for performing a given steel-transforming 
operation or making a given product of the 
metal-transforming industry affords a fair num- 
ber of options both as regards the degree of 
automation and of specialization (as against 
universality) of the equipment, and in respect 
of other technical characteristics, dependent 
upon length of production series, workshop 
lay-out and relative prices of capital and labour. 
On the basis of a proper economic calculation, 
it is possible to select production techniques 
and equipment which, while still representing 
the most productive solution in relation to the 
factor in short supply, permit the use of a larger 


proportion of labour and_a smaller proportion™ 


of capital. The range of economically sound 
technological alternatives thus available varies 
in accordance with the characteristics of the 
industry and the industrial milieu in which it 
is located. As a rule, the selection of produc- 
tion techniques and equipment for the indus- 
tries under discussion is unsatisfactory in Latin 
America for several reasons. There is a want 
of technical know-how in entrepreneurial cir- 
cles; the requisites for proper economic esti- 
mates are often lacking; and the existence of 
factors that distort the relative prices of labour 
and capital is conducive to the choice of un- 
suitable techniques (this last point will be 
discussed later). 


It would be unreasonable to suppose that 
this type of distortion of entrepreneurial deci- 
sions could account to any large extent for the 
volume of unemployment or for the inadequate 
manpower absorption capacity of manufactur- 
ing industry in the Latin American countries. 
At best, the margin of substitution of labour 
for capital, even if the various distortions and 
other obstacles to appropriate decisions were 
removed, would probably never be large enough 
to weight the scales appreciably in favour of 
a full employment policy. On the other hand, 
the adoption of economic decisions would do 
much to improve rates of return in the branches 
of industry mentioned; and that certainly would 
make an indirect contribution to solving the 
employment problem, through the improvement 
of capital formation at the level of the enter- 
prise (and therefore in the economy), and the 
raising of the capital-output ratio in some 
branches of industry (and ultimately in the 
economy as a whole). Thus, by helping to 
speed up the rate of development of the manu- 
facturing sector and of the economy at large, 
the selection of more suitable production tech- 
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niques would do something to alleviate th 
region’s employment problems. 

Another factor of great practical significance 
to be considered in this context is the impac 
of the industrial promotion policies and proce 
dures applied in most of the Latin Americar 
countries, In relation to the channelling o: 
investment and the selection of production tech 
niques and equipment, they constitute a power 
ful economic incentive to the use of capital 
with the correlative discouragement of increasec 
use of labour. In recent years, industrial policy 
in Latin America has been based to a growing 
extent on the granting of tax exemptions an¢ 
investment subsidies, which in practice give the 
calculation of rates of return a bias in favour 
of alternatives representing higher levels ol 
capital formation. Other measures, such as tariff 
exemptions for imports of capital goods, lead 
to the same result. Lastly, in so far as the 
market prices of the factors of production 
diverge from the corresponding break-even 
prices, a similar influence is exerted by the 
procedures responsible for this distortion. Cases 
in point are the practices of charging relatively 
low rates of interest on industrial credits (be- 
sides pegging down the amounts repayable to 
the original figure, in environments where in- 
flation prevails), and setting the wage levels 
for the different internal regions of a country 
without regard for their stage of development 
and the productive resources with which they 
are endowed. 

All these factors make for the establishment 
of structures of production that restrict em- 
ployment opportunities and encourage over- 
investment. 


Consideration must therefore be given to the 
question of autonomous technological develop- 
ment, achieved basically in the Latin American 
countries themselves and therefore indepen- 
dently of the determinants in force in the indus- 
trialized regions of the world, which are out of 
line with the requirements of the Latin American 
economies, Clearly, what is of concern here is 
not the desirability of this type of development, 
which may be taken for granted, but its viabil- 
ity, in the conditions prevailing in the world of 
today. 


No one who is acquainted with the structural 
weakness of scientific and applied research in 
Latin America, its traditional lack of contact 
with industrial circles (even in the countries 
where most progress has been made in this 
respect), and official heedlessness of the role 
of research in national development in all the 


_ Latin American countries, can regard the pros- 
| pect of such autonomy—whether complete or 
' at least partial, or confined to certain branches 
of pure or applied science—as anything but a 
| Utopian dream. Its impracticability is enhanced 
by the world picture in respect of the trading 
» of technology. Technological dependence is not 
‘confined to the developing countries, but is 
typical first and foremost of the developed 
| countries themselves. The exchange of informa- 
tion on technology that they keep up with one 
_ another is incomparably more intensive than 
their contacts in this field with the under- 
_ developed world, and, in addition, their inter- 
dependence extends to all the industrialized 
countries without exception. Not one of them 
stands out as the undisputed hub or fulcrum of 
the world technological system. 


| The balance of payments under the head of 
transfer of technology confirms that all the 
industrialized countries, including the United 
States, are heavily dependent upon imports of 
technical know-how. Even a country so highly 
industrialized and with so noteworthy a tradi- 
tion of technological inventiveness as the Federal 
Republic of Germany shows only a slight sur- 
plus on its balance of income and expenditure 
in respect of technology. 


Corroborative evidence, moreover, is afforded 
by the absence of any correlation between the 
_ proportion of the gross product absorbed by 
public and private expenditure on technological 
research and the rate of expansion of the gross 
_ domestic product. The United Kingdom and the 
_ United States, which are the two countries 
whose proportion of research expenditure is 
highest, are precisely those whose growth rate 
has been most moderate since the Second World 
War; whereas France, Italy and Japan, which 
have developed appreciably faster, earmark 
much smaller proportions of their domestic 
product for pure and applied research, largely 
basing their industrial development on imported 
technical know-how and the reproduction of 
_ established technologies. 


A twofold conclusion may perhaps be drawn 
in this connexion. A considerable degree of de- 
pendence is inevitable, and is not intrinsically 
an obstacle to the attainment of higher rates 
of development than Latin America has achieved 
in the recent past, but the efficacy of this de- 
pendence is influenced, probably decisively, by 
whether the region has or has not a relatively 
high level of technological research of its own, 
directed specifically towards facilitating the 
adaptation of production techniques and pro- 


cesses to local conditions. It is the non-existence 
of this middle way of technological research in 
Latin America that intensifies the negative 
aspects of dependence and vitiates its positive 
features, saddling it with the fallacious repu- 
tation of a hindrance to the acceleration of 
Latin America’s industrial development. 


To sum up, the following are the views set 
forth in the successive paragraphs of the present 
section: 

(a) Roughly speaking, an economy’s man- 
power absorption capacity is determined by the 
over-all rate of development and by the propor- 
tions of the factors of production used in the 
application of efficient techniques. Separate 
consideration of each of these determinants sug- 
gests that development in the coming decade 
will probably be more strongly influenced by 
the former than by the latter. In other words, 
from the standpoint of the orientation of eco- 
nomic policy, it is more important to try to 
raise the over-all rate of development (growth 
rate of the product) than to attempt to influ- 
ence manpower absorption capacity directly, 
through selection of more labour-intensive pro- 
cesses and equipment, promotion of small- 
scale industries, etc.; 

(6) The foregoing conclusion is partly based 
on the conviction that in the world of today 
the technical alternatives open to industrial pol- 
icy in the developing countries in general, and 
those of Latin America in particular, offer 
only a very limited field for manoeuvre. Some 
of the different facets of this question have 
been briefly touched upon; 

(c) The selection of techniques with a view 
to increased use of manpower—where fea- 
sible—seems more potent as an instrument of 
indirect action, through the saving of capital 
it makes possible, than by virtue of its direct 
impact through the use of labour-intensive pro- 
cesses and equipment. Given the same rate of 
capital formation, the selection of appropriate 
techniques will enable the economy to grow 
faster, through the improvement of the capital- 
output ratio in several branches of industry. 
This appears to be the most important facet of 
the problem of alternative techniques and em- 
ployment to be taken into account in the 
strategy for the second Development Decade. 


5. FINANCING OF INDUSTRIAL EXPANSION AND 
EFFICIENCY AND PRODUCTIVITY OF INDUSTRIAL 
ACTIVITIES 


The obstacles and stumbling-blocks to indus- 
trial development in Latin America which derive 
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from financing problems are many and com- 
plex, but for the purposes of the present diag- 
nostic outline they may be reduced to a few 
essential questions and summed up in an ac- 
count of the difficulties attendant upon the 
expansion of basic industries. 


The growth of those branches of industry 
which are of key importance for the accelera- 
tion of development—production of industrial 
raw materials based on the processing of na- 
tural resources, semi-manufactures and capital 
goods—is generally slowed up by the inade- 
quacy of capital formation in the sectors con- 
cerned. This handicap is further aggravated by 
two other factors. One of these is the difficulty 
of attracting capital from other branches of 
industry (because of the weakness or virtual 
non-existence of national capital markets) or 
from abroad (owing to the inaccessibility of 
the international official capital market). The 
other is the existence of obstacles to the absorp- 
tion of direct foreign investment (or in the 
recognition of drawbacks to this solution). 


Hence three major categories of problems 
can be identified, relating to self-financing in 
industry, capital markets as a source of long- 
term financing, and the policy pursued with 
respect to foreign capital. These will now be 
discussed in turn. 


To take first the question of capacity for 
capital formation in the industrial sectors 
themselves, its close relation ‘to what is known 
as the self-financing of industry must be un- 


derlined. 


To judge from the limited background data 
available, the average figures for capitalization 
of undistributed profits, or self-financing, in 
industry are generally lower in Latin America 
than in the developed countries, and in all 
likelihood the disparities are even greater in 
the branches of industry with a broader tech- 
nological base and a higher rate of expansion. 
Furthermore, the disadvantage at which Latin 
America is placed in this respect is probably 
more marked than is apparent from the figures 
in question. Factual data (amplified by exper- 
ience) shows that the sums earmarked for de- 
preciation are extremely small in Latin Amer- 
ica, owing to the application of a tax policy 
which many countries have maintained for a 
long time without attempt to adjust it to 
the prevailing inflationary processes. As a result, 
a large proportion of the funds on which self- 
financing should be based have really been 
raided to make up the shortfall in the depre- 
ciation reserve, which means that the reinvest- 
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ment of profits as a source of financing of 
industrial expansion is on a still more modest 
scale in Latin American industry. As an average 
order of magnitude for industry as a whole, 
self-financing may be said to represent from 
10 to 20 per cent of total sources of funds in 
the Latin American countries, as compared with 
30 per cent in United States industry. 


Since the foregoing figures are averages for 
industry as a whole, in the case of Latin Amer- 
ica they probably mask significant variations 
from one branch of industry to another. Rates 
of return and proportions of self-financing are 
much higher in the current and durable con- 
sumer goods industries than in those manu- 
facturing industrial raw materials and capital 
goods. The sectoral analyses relating to steel- 
making and the chemical industry reliably bear 
out this assertion. 


One possible way of offsetting the inadequacy 
of internal capital formation in given branches 
of industry is to effect transfers of funds from 
other sectors through the long-term capital 
market or through the negotiation of external 
loans. What is Latin America’s position in this 
respect? 


The extent to which the region has had re- 
course to capital markets has diminished rather 
than increased in recent years. Persistent infla- 
tion has impeded the activities of these markets 
with respect to the issue of debentures; and the 
extreme slowness with which the family type of 
enterprise is being replaced by modern cor- 
porative patterns holds up the issue of stocks 
and shares in their various forms. 


The first aspect of the paralysing effects of 
inflation on the long-term capital markets was 
mentioned earlier, and no further arguments 
need be adduced. All that need be stressed is 
the importance of the capital market in a 
market economy, for the purpose of ensuring 
the constant distribution of capital resources 
throughout the economy. It has a key role to 
play in the reallocation of resources on lines 
that will make for greater rationality and eco- 
nomic efficiency because self-financing will be 
confined to cases in which the expansion of the 
enterprise that generated the capital is eco- 
nomically justifiable. In view of the non- 
existence of alternative possibilities for the 
productive use of resources, which at the same 
time represent a safeguard against the corrod- 
ing effects of inflation, enterprises are often 
driven to reinvest their profits time after time 
in the same industrial operation, irrespective 
of the economic justifiability of this procedure. 


_A factor thus comes into being which in many 


countries (in particular, those in which invest- 
ment opportunities are less diversified) deter- 
mines the wide margins of over-investment, or, 
alternatively, under-utilization of capacity, that 
are found in many branches of industry. 


Another important issue concerns the inter- 
relationships between the capital market, self- 
financing and the need to resort to foreign 


investment. Low rates of return, by reducing 


self-financing, lead to increased dependence on 
capital from abroad. But if there were an active 
long-term capital market, based on genuine 
monetary stability, rates of return too low to 
sustain self-financing would not necessarily be 
a barrier to the expansion of the enterprise, 
since it would then be able to sell shares or 
debentures on the market. The drawbacks deriv- 
ing from excessive dependence on direct foreign 
investment in some branches of industry would 
thus be obviated. 


The problem of the family-based structure 
of most Latin American enterprises—including 
a high proportion of the larger-scale undertak- 
ings engaged in branches of manufacturing with 
a substantial technical content—will be discussed 
in the following section, in which the need to 
strengthen the Latin American enterprise is 
analysed. 


The next step, therefore, is to devote brief 
consideration to the last of the three categories 
of problems listed at the beginning of the pre- 
sent section, namely, foreign capital. 


As was shown in the relevant section of the 
preceding chapter, during the nineteen-sixties 
the use of foreign loans to finance industrial 
development projects has accounted for a very 
modest proportion of Latin America’s total 
borrowing, and has, moreover, followed a down- 
ward trend in recent years, which will probably 
continue and even sharpen as the result of cer- 
tain tendencies that have become apparent of 
late. 


One of these is a marked tendency to reduce 
the amount and coverage of external aid and 
which means that in the future it will become 
increasingly necessary to resort to commercial 
or bank loans instead of “soft” credits for the 
financing of Latin America’s industrial de- 
velopment, . 


The cost of commercial loans is appreciably 
greater, not only by their very nature, but also 
because of the present situation of the world’s 
capital markets. Hence it must be asked whether 
the rates of return of Latin American industry 


will be high enough to defray the cost of this 
type of loan. 


In order to answer this question, which covers 
such a wide variety of factors, it would be 
necessary to have much fuller information than 
was available when this study was being drafted. 


Other aspects of the problem of industrial 
financing, in particular those connected with 
direct foreign investment, will be briefly dis- 
cussed in the next section, which deals with the 
Latin American enterprise. 


6. THe LatTIN AMERICAN ENTERPRISE AND 
TECHNICAL MODERNIZATION REQUIREMENTS 


The strengthening of the Latin American en- 
terprise must be the cornerstone of any organized 
effort to speed up the rate of development in 
the countries of the region. To this end, a set 
of special measures which will enable it to 
survive and flourish in face of foreign competi- 
tion must be devised and applied with energy 
and foresight. To do this effectively, without 
jeopardizing the external co-operation which 
Latin America cannot dispense with, is a com- 
plex objective, perhaps one of the most difficult 
to crystallize in the whole body of provisions 
whereby economic policy should seek to imbue 
the region’s development with fresh vigour dur- 
ing the coming decade. For if measures to 
strengthen the position of the local entrepreneur 
were applied on a purely defensive basis, their 
effect would be to intensify the isolation of the 
Latin American economies and thus aggravate 
the problems deriving from want of the spur 
of competition and from the widening techno- 
logical gap. 

The requirements which the Latin American 
enterprise will have to meet are those dictated 
by the following factors: 

(a) Internal and external competition; 

(b) Technological innovations; 


(c) Continuing external co-operation in re- 
spect of both capital and technology. 

The ability to compete on foreign markets 
is an indispensable requisite in so far as the 
changes in the structure of production, which 
accompany the advance of industrialization, 
enable a start to be made on exporting manu- 
factures either to intra-regional or to extra- 
regional markets, but in both cases in competi- 
tion with a great many producers. And the 
introduction of the new processes and products 
that are the fruit of technical progress calls 
for highly specific technological aptitudes and 
sound financing. Moreover, external co-opera- 
tion, especially when it takes the form of direct 
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investment, appears to be playing a “dominat- 
ing” role only when there are no local firms 
technically competent and financially solvent 
enough for it to enter into association with 
them. 

Competition, technical imnovations and ex- 
ternal co-operation in the fields of financing and 
technology require the Latin American enterprise 
to fulfil certain conditions, particularly in the 
following respects: 

(a) Size; 

(b) Readiness to expand and innovate; 

{c) Ability to compete on the basis of de- 
creasing costs and prices; 

(d) Financial stability and flexibility. 

As regards size, the weakness of the Latin 
American enterprise betrays itself in two major 
symptoms. In the first place, there is too high 
a proportion of artisan-type establishments with 
pre-factory characteristics. Technically they are 
very backward, and they have no practical pos- 
sibilities of progressively acquiring the character 
of modern factory industries. The existence of 
an artisan-type stratum, varying in size accord- 
ing to the sector concerned and the industrial 
milieu, is a universal feature in most branches 
of industry (not merely those producing con- 
sumer goods). It may be attributable either to 
the fact that demand for certain products with 
special characteristics is too limited to warrant 
mass production as in modern industry, or to 
factors of geographical location. What is pe- 
culiar to Latin America is not the presence of 
artisan-type industry, but the disproportionate 
size of the stratum in question, as can be seen 
from the relevant figures in the preceding 
chapter. The root causes of this state of affairs 
are probably to be found in the weakness of 
non-artisan industry in the same branches of ac- 
tivity, which lacks sufficient drive to compete 
with small-scale producers, despite the extremely 
primitive conditions in which the latter operate. 

Even in the factory stratum, moreover, enter- 
prise and plant sizes often fall short of the 
scale that would be economic given the techno- 
logy in current use. In this respect Latin Ameri- 
can enterprises are probably going from bad 
to worse, since in many branches of industry 
the effect of technological advances is a pro- 
gressive increase in the maximum capacity of 
the basic processing units that is technically 
feasible, and this in turn causes shifts in op- 
timum and minimum economic capacities. Cases 
in point are afforded by many branches of the 
chemical industry, especially those producing 
petrochemicals, in which economic scales have 
doubled in the past ten years. The same trend 
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is likely to continue during the nineteen seven- 


ties. 


Again, readiness to expand and innovate is — 


not one of the strong points of the Latin 
American enterprise. Nor is this surprising, in 


view of the competitive isolation in which enter- — 


prises in the region have had to develop. Their 
family-based structure in respect of the owner- 
ship of capital and the assumption of the 
functions of direction and management has 
slowed up their rate of growth in many cases. 
Under the family ownership system, recourse 
is frequently had to self-financing; accordingly, 


the rate of expansion of the enterprise is kept — 


down to the slow pace of the self-financing 
process, which, as has been seen, is a good deal 
lower in Latin America, on an average, than in 
the industries of the United States and Western 
Europe. 

The capacity to compete in respect of prices, 
which is a prime mover of industrial progress, 
presupposes the capacity to sustain, within the 
enterprise, a steady reduction of costs through 
investment in modernization and improvements 
and—no less important—through the constant 
overhauling of the methods of management, 
administration and operational organization ap- 
plied. Dynamic evolution of this sort is ham- 
pered in the case of the Latin American enter- 
prise not only by the “closed” type of company 
it represents (a pattern which is, moreover, 
perpetuated by the virtual non-existence of capital 
markets), but also, up to a point by the shortage 
of professionally trained administrative cadres 
and the frequently unsatisfactory situation as 
regards skilled labour. The picture of the dif- 
ficulties of adaptation to competitive conditions 
would not, of course, be complete without ref- 
erence to the obstructive effect of the use of 
protection as the primary instrument of in- 
dustrial development. 


Lastly, the financial difficulties besetting the 
Latin American enterprise stem from the inade- 
quacy of the support obtainable from the Bank 
system and from the capital market, which 
means that financing possibilities are very slight 
in respect of working capital and medium-term 
capital requirements (relating, for instance, to 
the production of capital goods for export). 
These handicaps particularly affect the capacity 
to make innovations or to explore new markets. 


The structural deficiencies of the Latin Ameri- 
can enterprise are, of course, the product of 
the difficulties with which it has been faced 
and the obstacles it has had to overcome in 
order to gain and keep a foothold in an eco- 
nomic environment not altogether favourable 


| 
| 


j 

_ to its establishment and survival, or at least not 
| favourable to the development of production 
| units in line with the requirements of the world 
of today. 

| A cursory account of some of these obstacles 
is given below. 

Mention must first be made of the frequent 
existence of substantial external diseconomies. 
| The inadequacy of public utilities lays a heavy 
_ burden on the enterprise, which often has to 
| build roads, pave streets, explore and develop 
“resources in order to obtain its own supplies of 
water or electric power, train its own skilled 
| workers, organize a system of communications 
of its own to take the place of postal, telegraph 
and telephone services which are to all intents 
and purposes non-existent, build housing units 
_ for its personnel, lay its own branch railway 
| lines or sidings, or maintain unduly large stocks 
| of raw materials as a precaution against the 
irregularity of public transport services. The 
resulting surcharges on investment and opera- 
tional costs are extremely heavy, and in addition 
there are the no less important indirect con- 
sequences consisting in the disruption of opera- 
tions and in the fact, that the management is 
obliged to devote time and energy to matters 
which should really have no claim on its atten- 
tion. 


Secondly, the enterprise is virtually unsup- 
ported by any institutional infrastructure—such 
as commonly exists in the industrialized coun- 
tries—consisting in entrepreneurs’ or workers’ 
associations, or State or joint public and private 
organizations, to which the enterprise could 
always resort for the solution of its operational 
problems and to raise its levels of efficiency 
and productivity. It could obtain help from 
them in relation to analyses of market trends 
and studies of new products, new production 
processes and new raw materials; in the field 
of industria] advisory services; in matters of 
internal organization; and so forth. The region’s 
institutional deficiencies in these respects deprive 
the enterprise of powerful external instruments 
for increasing its dynamic vigour. It is de- 
pendent upon itself, upon its own resources and 
its own motivations, for all or most of the 
mainsprings of improvement and progress that 
in the industrialized countries are largely pro- 
vided by the external environment. 


Thirdly, there are sometimes very strong in- 
centives to the adoption of a pre-eminently com- 
mercial and speculative line of action, at the 
expense of the economic and technical activities 
of the firm. Tendencies of this kind, which 
have their origin in the social and professional 


background of certain entrepreneurial groups, 
instead of being frowned upon by official po- 
licies are actually encouraged by the very insta- 
bility and vagueness of the policies in question, 
as well as by the chronic inflationary processes 
prevailing in many countries. 


Fourthly, mention may be made of a major 
financing difficulty: the lack of a capital market 
through which savings could be distributed in 
accordance with growth requirements and apti- 
tudes in the different sectors of the economy, 
so that sectoral development could be freed 
from dependence upon each sector’s capacity for 
self-financing, and upon a bank system and 
credit and financing procedures that are anach- 
ronistic from the standpoint of a modern in- 
dustrial economy. 


Lastly comes the whole vast and diversified 
problem of the unwisdom of national economic 
policies in many vital respects. To cite a simple 
example, policies relating to major investment 
projects (and to foreign investment) make for 
the proliferation of similar undertakings and 
the splitting-up of scales of production, as a 
precaution against the establishment of mono- 
polies. They overlook the advantages of eco- 
nomies of scale and the possibilities of defend- 
ing the interests of the consumer and of the 
national economy by administrative measures, 
such as are widely applied in other regions. 
Nor do they take into account the many draw- 
backs attaching to a prolonged period of in- 
decision regarding major projects, or to the 
want of appropriate criteria for settling the 
question of private enterprise versus public en- 
terprise. Moreover, in this last connexion there 
is often a tendency to state the problem in terms 
of ideological options or immutable principles 
of economic policy, with no explicit reference to 
what ought to be a matter of vital concern, 
namely, the efficiency and productivity of the 
enterprise, which may weight the scales in favour 
of public or of private enterprise, according to 
the special circumstances prevailing in the in- 
dustrial milieu and in the branch of manufactur- 
ing in question. 

It would be out of place here to dwell on 
this last issue, which is one of the most difficult 
in the field of Latin America’s industrial de- 
velopment. The present aim is merely to suggest 
the need for it to be discussed—and the relevant 
economic policy measures adopted—in a broader 
frame of reference than hitherto, with due regard 
to such questions as the following. If in the past 
the economic and social environment of a given 
Latin American country has been unable to 
breed generations of entrepreneurs in sufficient 
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numbers and of the requisite quality, are there 
legitimate grounds for inferring that it will also 
be unable to produce them in the future? And 
can this eventuality reasonably be discussed 
without at the same time taking into account 
the establishment of conditions favourable to 
such a blossoming of entrepreneurial talent? 
Such conditions do not relate solely, or even 
primarily, to rates of profit, but to motivation 
and operational efficiency. Again, will the con- 
ditions necessary for the formation of efficient 
managers of public enterprises be very different 
from those required in the private sector? 


Lastly, mention must be made of yet one 
more of the obstacles that the Latin American 
enterprise has to surmount in order to survive 
and develop. Nowadays, requisites for the in- 
corporation of new enterprises and new entre- 
preneurs are much more exigent than they 
were in the past, when today’s developed coun- 
tries took their first steps along the road to 
industrialization. The respects in which these 
increased difficulties are encountered may 
include the economic size of the enterprise, 
investment per worker, the level of technical 
qualifications required for entrepreneurship, or 
the small-scale enterprise’s possibilities of grow- 
ing into a medium-sized or large concern. 


Along what general lines should action be 
taken to remove the above-mentioned obstacles 
and enable the Latin American enterprise to 
be progressively strengthened? In the light of 
the list of handicaps given in the preceding 
paragraphs the appropriate measures can easily 
be identified, so that it will be enough to sum 
them up briefly and in broad outline. 


In the first place, perhaps the aspect of the 
problem with the greatest practical importance 
is the necessity of increasing stability and con- 
tinuity in national] economic policies that affect 
the enterprise and influence its line of conduct 
in respect of costs and investment, so that it 
can broaden its economic planning outlook. In 
addition, clearly defined policies should be per- 
severingly applied to maintain an adequate de- 
gree of internal and external monetary stability. 
A supplementary requirement is that national 
economic policies should be designed and im- 
plemented in such a way as to counteract and 
eliminate as fully as possible the impulses 
towards instability which have their origin in 
the external sector of economy. 


Secondly, public and private investment should 
be more closely co-ordinated, so that the former 
may help to create the external economies on 
which the improvement of investment efficiency 
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and productivity is, in no small measure, de- 
pendent. 


Moreover, unremitting efforts should be made 
to organize an up-to-date and efficacious finance 
and credit structure, adapted to the needs of 
a manufacturing industry which is growing in 
size and complexity. 


Another urgent need is for enterprises, through 
the industrialists’ associations and State, to 
join forces in systematically establishing the 
indispensable institutional infrastructure for tech- 
nological research, industrial extension services, 
advisory assistance in the various fields of in- 
dustrial activity, etc. 


Lastly, with regard to foreign capital, the 
appropriate path to take would seem to be 
the promulgation of measures to encourage 
forms of partnership between foreign investors 
and local enterprise. This line of policy, how- 
ever, will be effective only in so far as other 
measures, designed to strengthen the internal 
and organizational structures of the Latin Ameri- 
can enterprise, are gradually applied with suc- 
cessful results. Little can be expected of for- 
mulas for association and co-operation between 
partners whose degrees of economic and financial 
stability differs too widely. The same condition 
holds good as a requisite for more frequent 
and more intensive recourse to licences to 
manufacture and know-how agreements in gen- 
eral as a mechanism for the transfer of techno- 
logy as an alternative to direct foreign invest- 
ment. Experience has shown that it is difficult 
for technology from abroad to be effectively 
assimilated when the technical level of the reci- 
pient enterprise is much lower than that of the 
firm granting the licence to manufacture. In 
other words, the separation of the contribution 
of capital from the contribution of techniques 
is a problem which can be only partly tackled 
by means of international co-operation formulas 
to reduce the costs and increase the operational 
flexibility of royalty agreements. There is still 
the difficulty of the capacity to assimilate tech- 
nical innovations from abroad on the basis of 
this procedure. 


7. PROBLEMS RELATING TO REGIONAL INTEGRA- 
TION AND PROGRESSIVE OPENING OF MARKETS 
TO FOREIGN COMPETITION 


The conviction was voiced in earlier para- 
graphs that although the liberalization pro- 
gramme has generated trade flows in industrial 
products, and has thus promoted the expansion 
or installation of industrial capacity, its effects 
have fallen far short of the expectations formed 


at the time when the Free Trade Area and its 
instruments were established. From the very 
outset, LAFTA has always been regarded as 
an agency whose objectives transcended the 
bounds of trade liberalization. The intention that 
it should be an instrument of over-all develop- 
ment and even specifically of industrial growth 
was present from the start, becoming more 


and more explicit and taking an increasingly 


important place in every formula devised by 


the Area for the fulfilment of its objectives. 


The point to be emphasized here is that the 
liberalization programme has basically served 
to promote an industrial trade whose modest 
volume does not deprive it of significance for 
the traditionally inward-directed Latin Ameri- 
can economies, but it has had no major impact 
on their development processes. The contribu- 
tion made by trade in manufactures—which has 
not acquired much relative importance within 
the Area’s over-all trade—may well be described 
as marginal where its incidence on the cor- 
responding industrial development processes is 
concerned, 


Something has already been said of the 


causes to which this weakness may be ascribed. 


In many cases it is attributable to the reversi- 
bility of the concessions granted, which prevents 
them from providing a firm basis for steady 
trade. However, while on the one hand this 


_ same factor appears to be responsible for the 


unsatisfactory rate of progress achieved through 
specific mechanisms (national schedules), on the 
other hand its opposite—irreversibility—arouses 
antagonism in the interested sectors in the 
various countries and thus stands in the way 
of the advances that might be made by means 
of instruments (the Common Schedule and 
complementarity agreements) which incorporate 
the element of irrevocability. 


It was highly unlikely that the assignment of 
leading role to the liberalization of trade would 
enable a genuine integration of development 
processes to be achieved. Such a belief implied 
the assumption that if tariff barriers were lifted 
and trade left to the relatively free interplay 
of economic forces, investors would be induced 
to take advantage of the opportunities afforded 
by the trade thus liberalized. Obstructive at- 
titudes and other stumbling-blocks are numerous 
and in many cases justifiable. For example, how 
can markets be opened to competitive imports 
without making sure that the basic inputs for 
the two competing industries will enjoy the 
same treatment, or that official incentives to the 
installation of foreign enterprises will be pro- 
portionate to one another? 


These problems, together with the essentially 
static character of the liberalization programme 
(including complementarity agreements, which 
served solely as an additional avenue of approach 
to the establishment of schedules) led LAFTA 
to consider what is commonly referred to as 
a regional investment policy, and a programme 
for the co-ordination of economic and trade 
policies and the harmonization of instruments 
to regulate foreign trade, as the factors which 
might impart dynamic impetus to the integra- 
tion process. These were the ideas underlying 
LAFTA resolution 100, in which the concept 
of programmed location of industries of a re- 
gional character was adopted. The resolution ex- 
plicitly stated that the objective of the pro- 
gramme should be equitable distribution of the 
benefits of integration, and stipulated that the 
measures and incentives to be applied should be 
all those capable of influencing an industrial 
integration process, not merely those deriving 
from trade policy. 


Furthermore, the conviction that it is all but 
impossible to advance along the road to in- 
tegration unless policies are co-ordinated and 
instruments harmonized, and unless national de- 
velopment programmes are likewise co-ordinated, 
is also prompting activities in all these spheres. 
The field in which the greatest relative progress 
has been made is probably that of research on 
the possibility of a common external tariff. 
The stage of collecting data by means of a 
sample survey has just been embarked upon. 
Here, too, it will be difficult to make headway 
unless Governments previously adopt certain de- 
cisions (for instance, as to what industries 
should be protected and how far protection 
should be carried, relations with the establish- 
ment of the exchange rate, etc.). In this case, 
as in other instances where policies have to be 
co-ordinated or instruments harmonized, it is 
precisely the vagueness and the lacunae of the 
national policies themselves that constitute the 
stumbling-block. 


Resolutions 99 and 100 aroused great ex- 
pectations in the possibility of substantial pro- 
gress in the field of industrial integration, laying 
the major responsibility for its achievement on 
the study groups and on the Advisory Com- 
mission on Industrial Development (CADI), 
which were to draft specific formulas for in- 
tegration by sectors, with the aid of the new 
régime for complementarity agreements estab- 
lished under the terms of resolution 99. Resolu- 
tion 100 also recommends that due heed be 
paid to the importance of ratifying sectoral in- 
tegration studies by a policy decision of the 
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contracting parties, so that their conclusions 
can be rapidly implemented. 

Alongside this new means of attaining in- 
dustrial integration objectives which it was 
desired to place at the disposal of the Latin 
American countries, another parallel procedure 
continued in operation. It found expression, in 
several complementarity agreements (already 
signed, or in process of negotiation) whose 
provisions followed the trend described above. 
Whereas at first they merely established tariff 
concessions which were incorporated in the na- 
tional schedule and were extended to all parties, 
after the adoption of resolution 99, their ex- 
tension was no longer automatic, and other 
provisions began to be introduced, such as the 
commitment to harmonize treatment of third 
countries in the future. At the same time much 
longer lists of products were included. 

In these lines of action, too, the headway 
made has been insignificant. Neither the com- 
plementarity agreements already signed,*° nor 
the other agreements, including those currently 
in process of negotiation, will make any essential 
difference to this state of stagnation. It is not 
merely that their contribution, although in- 
creasing, will continue to be slight in quanti- 
tative terms; in addition, the proliferation of 
such agreements, to which as a rule only some 
of the countries of the region are parties, is 
unlikely for that very reason to prove the most 
appropriate method of attaining the objectives 
in view. 


The activities of CADI have constituted an- 
other aspect of the industrial integration move- 
ment. In their initial phase, as was fully de- 
scribed in the preceding chapter, integration 
formulas were proposed for two sectors, i.e., 
the petrochemical industry and_ steelmaking, 
although in the latter case the scope of the 
formulas was a good deal more limited. 


The lack of progress towards integration in 
conformity with the recommendations of reso- 
lutions 99 and 100 has been imputed to causes 
falling into two categories. One of these might 
be termed the institutional deficiencies of the 


Montevideo Treaty, of LAFTA resolutions 99 


30 The petrochemical agreement (No. 6) includes 
features which clearly distinguish it from the other 
agreements signed, such as reciprocal reservation of 
markets, establishment of a common external tariff, 
regulation of competition (anti-dumping procedures). 
etc. Some apprehensions are felt lest the provisions for 
regulating competition may be incompatible with the 
intention that the agreement should operate at com- 
petitive levels. Nevertheless, when all factors have been 
taken into account, this agreement is felt to represent 
a definite step forward. 


46 


and 100 and, in general, of the whole juridical 
structure of LAFTA, They are inadequate to 
deal with complementarity agreements incor- 
porating specific commitments to promote a 
given industrial activity, particularly as regards 
official supervision of their implementation, and 
investment in technical assistance programmes 
to foster or reactivate changes in existing in- 
dustries. 


In this connexion, it should be pointed out 
that for the implementation of the petrochemical 
complementarity agreement recently concerted 
between several Latin American countries (Bo- 
livia, Chile, Colombia and Peru), not only the 
administrative agency envisaged in the provisions 


~of the agreement will be available but in addi- 


tion the Andean Development Corporation (Cor- 
poracién Andina de Fomento), which in this 
case will supply the lack referred to above. 


The second category of causes, which may 
perhaps account for the failure of the integra- 
tion formulas discussed by CADI, especially 
for the petrochemical sector, likewise relates 
to another deficiency: the incapacity of the said 
formulas to dispel the misgivings—many of them 
well-founded—with which the Governments ap- 
proached these negotiations. The indecision or 
lack of drive in policy-making, which has so 
often been mentioned, reflects the Governments’ 
inability to abandon existing industries to their 
fate, to subject them to competition for which 
they are not prepared, or even to relinquish 
projects whose benefits seem much more imme- 
diate and concrete than those offered by in- 
tegration formulas. As regards this official at- 
titude to the industries already installed (which 
in the larger countries and several of those of 
medium size include virtually all or the great 
majority of manufacturing activities), it should 
not be forgotten that the capacity of the struc- 
tures of production in Latin America to undergo 
and absorb changes is relatively slight, and in 
any case far less than that of European in- 
dustry, for example. In Europe it was possible 
to rely upon the capacity of the corresponding 
structures for what might be designated “peace- 
ful” change under the impact of competition, 
in view of the major role played by technological 
innovation in the economies in question, the 
higher level of qualifications in their entre- 
preneurial sectors, and a whole series of factors 
relating to technical and industria] infrastruc- 
ture which facilitate the absorption of the shocks 
of competition and their conversion into dynamic 
forces. Several of these elements are lacking, 
in greater or lesser degree, in the developing 
economies. The whole undertaking is inevitably 


difficult and hazardous, and attended by con- 
siderable risks. It would therefore seem essential 


‘that in the Latin American countries the entire 
‘set of remedial measures should be designed 
to prepare the structure of production for the 


necessary—in fact, indispensable—changes. To 
this end sectoral agreements must be concluded 
on broader bases, as will be suggested later. 


Hence proposals for integration formulas 
should comprise, in addition to the development 
and liberalization programme itself, provisions 
designed to maximize the viability of the said 
formulas in each individual country. In this 
connexion it is a sime qua non to include clauses 
which take into account the obstacles in the 
way of a more resolute approach to integration 
processes. The aim of such clauses would be 
not only to establish programmes of corrective 
measures whereby the negative effects of in- 
tegration (closing-down of industrial establish- 
ments, etc.) could be lessened, but also to take 
advantage of the opportunity to promote the 


reorganization of industry on the basis of a 
dynamic approach to the task of fitting the 


Latin American enterprise in terms of scales 


and efficiency of production, etc. to compete 
with the great international corporations. 


As can be seen from the foregoing paragraphs, 
since the adoption of resolutions 99 and 100 
the procedure adopted for tackling industrial in- 
tegration problems has been to envisage solu- 


_ tions in the framework of the various industrial 


sectors considered. This modus operandi has 


_ inadvertently encouraged, in many instances, 


expectations of a balance of benefits within each 


sector for all countries. 


It would seem that any attempt to deal with 
the problem of the balance of benefits which 
implies their measurement, whatever the variable 
chosen (contribution to the gross product, ex- 


_ pansion of consumption or of investment, etc.) , 


will set up obstacles that may prove insur- 
mountable. This is partly because, in the eco- 
nomic and social development conditions that 
characterize developing countries, a very substan- 


tial proportion of the benefits in question take 


forms that can hardly be measured. For instance, 
they may consist in the creation of external 
economies, in the fulfilment of conditions of 
material complementarity indispensable for the 
development of certain other industries, or in 
the promotion of balanced growth between in- 
ternal regions in the participating countries. 
Naturally, this does not preclude the possibility 
that each of the countries in question may under- 
take an evaluation of the benefits it will gain 
from participation in the integration process, 


within the framework of its own economic and 
social development programming; it merely 
means that evaluations of this kind are very 
difficult to express in quantitative terms in such 
a way that comparisons can be drawn with 
countries which attach some quantitative signi- 
ficance to the term “balance of benefits”. 


In earlier paragraphs, in the context of a 
critical appraisal of integration programmes 
which place emphasis on what can only consti- 
tute a preparatory phase—the negotiation of 
tariff concessions—this approach was described 
as static, since it took for granted that the 
market mechanisms and forces in operation 
would have sufficient dynamic energy to gen- 
erate trade in manufactured goods which would 
be a decisive factor in the reactivation of the 
industrial sectors concerned. 

It was also pointed out that in economies 
like those of the Latin American countries—all 
of them in process of development, but cur- 
rently at widely differing stages, and tradi- 
tionally characterized by very litile intercom- 
munication—events have confirmed the obvious 
inadequacy of such trade incentives pure and 
simple as spurs to the attainment of the in- 
tegrationist objectives pursued. 

Something similar has happened in the case 
of national efforts to promote exports of manu- 
factures. The countries of the region have 
approached the task from two standpoints. On 
the supply side, they have gradually built up a 
whole institutional apparatus designed to sup- 
port and encourage industrial exports, through 
customs, tax, fiscal, credit, technical assistance 
and other measures. On the demand side, they 
have concentrated their attention on the efforts 
they are making, together with the rest of the 
developing world, in the various international 
forums and especially in UNCTAD, to secure 
favourable conditions of access to the markets 
of the industrialized countries, in the form of 
general non-discriminatory and non-reciprocal 
preferences. 

There is nothing to object to in this approach 
as regards either the national measures adopted 
or the efforts that are being made at the inter- 
national level. In both cases, the general guiding 
principles followed are conducive either to the 
establishment of favourable conditions or to the 
removal of obstacles so as to make it possible 
to step up the flow of industrial exports con- 
siderably. 


The deficiencies or lacunae in these lines of 
action appear mainly in connexion with two 
very closely related categories of problems. The 
first of these derives from the scant importance 
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attached to the promotion of supply. It would 
have been desirable for each actual or potential 
exporter country to try to determine what pro- 
ducts could be exported, in what quantities, 
and to what markets of destination, what dif- 
ficulties were encountered on the production and 
the sales side—in short, for export programmes 
to be drawn up, which might even have in- 
dicated the international co-operation needed 
for the attainment of the targets established. 

Once again (and herein lies the analogy with 
the modes of action selected for the fulfilment 
of industrial integration aims), not enough has 
been done to establish a steady flow of exports 
of manufactures, too many hopes having perhaps 
been pinned on the possibility of entering the 
industrial countries’ markets. There has been a 
certain tendency for the developing countries 
to devote the bulk of their efforts to securing 
this improvement in the demand situation, with- 
out adopting an integrated industrial export 
policy designed to link up supply and demand 
by means of institutional formulas which might 
effectively serve to establish mutually beneficial 
conditions. The developed countries might well 
grant the concessions urged by the developing 
countries for a short time, on an experimental 
basis, and after this observation period the 
meagre results obtained with regard to the use 
of the concessions by the developing countries 
might undermine the whole of the hard-won 
arrangement. 

Thus there is a danger that once the long- 
pursued objective of the opening-up of the in- 
dustrialized countries’ markets had been attained, 
the expected benefits might not materialize for 
want of promotion on the supply side. More 
specifically, the Latin American countries might 
be unable to take advantage of the sales oppor- 
tunities thus guaranteed, for the following 
reasons: they did not possess the necessary ex- 
portable surpluses; their costs were very high; 
the specifications of the products concerned 
were not in line with world market require- 
ments and quality controls and packing were 
unsatisfactory; or, with the exception of a few 
modern enterprises which are subsidiaries of 
foreign firms, the organization of other concerns 
is not adequate to ensure that external sales 
are a profitable operation. 


This list of lacunae or deficiencies on the 
supply side should be taken as a broad general- 
ization with regard’to its applicability to the 
countries of the region. Many of them are 
aware of the problem and in several of those 
that have acquired more experience in exporting 
industrial products, measures have been adopted 
to counteract the shortcomings in question. 


The fact that countries do too little to promote 
supply is only one aspect of the problem under 
consideration. The other is represented by the 
want of linkage between the efforts made at 
each end of the potential export flow, through 
mechanisms such as national export programmes 
prepared by the. developing countries, which 


“would include proposals for the international 


co-operation required in order to meet the targets 
established, and even for the tariff concessions 
considered necessary (all on the lines set forth 
in the relevant section of chapter IV). There 
is obviously an interaction between the chances 
of obtaining specific concessions and the pos- 
sibilities of their more efficient utilization. 


This does not of course mean that there is 
not a broad field for action in the system of 
promotional measures already tried out by some 
countries. Even in these, there are features of 
the system—such as insurance of export and 
pre-embarkation credits—which call for further 
analyses and adjustments to improve their opera- 
tion. In many countries, hardly any headway 
has been made with such programmes of support 
measures, and it is therefore essential that gov- 
ernments should provide the usual customs, tax, 
credit, institutional and other incentives. 


Thus, the preceding paragraphs bring to light 
some of the shortcomings in the methods adopted 
to further integration and open up markets to 
external competition. At the same time it is 
suggested that the new proposals formulated 
for the achievement of progress in these fields 
must necessarily contain elements designed to 
maximize their viability, since on many occasions 
the handicaps and weaknesses inherent in eco- 
nomies like those of Latin America make the 
instruments or formulas in question, however 
intrinsically right and appropriate, insufficient 
for the attainment of the objectives pursued. 


Cuaprter III 
THE INSTRUMENTS OF INDUSTRIAL DEVELOPMENT POLICY 


1. GENERAL INDUSTRIAL POLICY MEASURES 


There has perhaps been no goal-in Latin 
American development in recent decades that 
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has been publicized and popularized as much 
as industrialization, and yet there are few goals 
in respect of which action has been so diverse. 


The sudden frustration of the consumption 
aspirations of the middle strata of the popula- 
tion—the strata whose demand is most signifi- 
cant, both in quantity and in quality—during 
the period beginning with the onset of the 
depression in 1930 gave an unexpected impetus 
to the need to achieve higher levels of industrial 
development. It became necessary to satisfy 
demand that suddenly could not be met, and 
domestic production began io fill the gaps left 


-by imports, although with differences in quality 


and cost which were both inevitable and justi- 
fiable at the time. While private enterprise 
directed its efforts in the main towards the 
production of consumer goods, State activities 
were concentrated on a few large-scale projects 
to improve the infrastructure or to establish 
basic industries and on protecting domestic 
production from the renewed pressure of foreign 
competition by means of tariffs. 


Indiscriminate and unrestricted protectionism, 
which enabled many enterprises to continue 
operation at a low level of efficiency and with 
high costs, or allowed some enterprises to take 
advantage of their monopoly position with ad- 
verse effects on other branches of domestic 
production, involved social costs which, while 
perhaps justifiable in the early stages of in- 
dustrialization, subsequently tended to impede 
development, and it became necessary to reduce 
tariff protection to reasonable levels. 


Perhaps excessive reliance on protectionist 
measures, prompted mainly by their substantial 
initial effect, explains why other measures with 
similar effect were not adopted later when 
changing circumstances made them necessary. 


Admittedly, several mechanisms were tried 
but, although practice varied greatly from coun- 
try to country, in general this was done without 
sufficient co-ordination or continuity. Often, over- 
all economic policy measures had aims which 
were at variance with those of the industrial 
sector and had unforeseen indirect effects on 
industrial development which were seldom ana- 
lysed after the event with a view to keeping 
their consequences within bounds. 


For example, exchange policy was usually 
directed towards solving balance-of-payments 
problems and providing special incentives for 
the major exporters of primary commodities, 
regardless of the effect upon industry of an 
increase in the cost of imported inputs, or of 
the even more difficult financial problem it 
caused entrepreneurs who had purchased ma- 
chinery and equipment with external suppliers’ 
credits. Similarly, tax policy was mainly aimed 


at producing revenue, more thought being given 
to the potential yield of taxation than to its 
effects on the productive process. 


Within these broad and varying guidelines, 
some policy measures designed specifically for 
the industrial sector have formed the framework 
within which industry has developed over the 
past twenty years. 


In the first place, the machinery for pro- 
tection, i.e., tariff mechanisms and import li- 
cences and authorizations, began to be used 
more and more selectively, in so far as was 
possible, as a reaction to some of its adverse 
effects on industrial development. Frequent 
changes have been made in customs tariffs and 
other similar mechanisms, especially in the coun- 
tries that have achieved a relatively advanced 
stage of industrialization and that have had to 
ensure a high degree of protection for capital 
goods. In Mexico, for example, customs tariffs 
were substantially modified in 1951, 1954, 1955, 
1961 and 1965, the last being a year in which 
new import controls were placed first on goods 
whose domestic price was not more than 25 
per cent higher than the international price. 
In Brazil, the Customs Tariff Act of 1957 set 
up a customs policy board and authorized it to 
adjust tariffs periodically to promote the de- 
velopment of certain industries. The new customs 
tariff in Colombia, which dates from 1965, may 
be modified by a customs policy board, subject 
to the authorization of other bodies, up to a 
ceiling of 30 per cent of the c.i-f. value of the 
goods concerned. The changes in customs no- 
menclature in Argentina in December 1965, and 
in Chile in December 1967, the main aim of 
which was to bring nomenclature into line with 
the LAFTA Tariff Nomenclature (NABALALC), 
were also used to revise tariffs with a view to 
rationalizing the system of protection. 


Despite these changes, it has not proved pos- 
sible to endow tariff mechanisms with suff- 
cient flexibility to guide industrial development 
along new lines in which tariff protection has 
to be extremely selective and flexible in order 
to provide a safety margin in the initial stages 
while at the same time promoting subsequent 
rises in productivity. 


Given the difficulties in tariff protection, 
there has been a trend to increase the use of 
tax incentives to promote industrial develop- 
ment. Several types of tax exemption, especially 
exemptions from income tax, the accelerated 
depreciation of assets, the periodic revaluation 
of capital, exemptions from customs duties for 
imports of machinery and equipment, and 
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drawbacks on exports have been frequently 
used although not always well controlled. The 
effect of these incentives to date is a matter of 
opinion: in both Argentina and Mexico, exemp- 
tions from income tax seem to have exerted 
little influence on the investment decisions of 
entrepreneurs. Even in cases where they may 
have had favourable effects, their usefulness 
as instruments of development has been reduced 
owing to faults in the way in which they were 
applied. The extension of the benefits of tax 
incentives to all newly established enterprises 
has promoted the formulation of excess capacity 
in certain branches of industry, often with 
adverse effects on older enterprises whose pro- 
duction equipment and techniques, irrespective 
of how efficiently they are used, have not been 
able to compete with new plants. Moreover, 
exemptions from taxation have often been 
allowed to run beyond the cut-off dates initially 
fixed because of pressure from enterprises bene- 
fiting from them, even though the profits of 
such enterprises may exceed what might be 
considered a normal level. 


Generally speaking, tax incentives are in- 
cluded in a large number of legal provisions, 
most of which relate to income tax legislation. 
This is the case in Chile, Colombia and Vene- 
zuela, while in Argentina and Brazil they are 
scattered through a number of acts and decrees. 


In order to guide and encourage industrial 
development, other countries have promulgated 
special development legislation which, al- 
though it reflects an effort to simplify and co- 
ordinate a number of different legal provisions, 
normally deals only with matters of taxation 
and does not form a coherent set of industrial 
policy measures. This legislation usually in- 
cludes exemptions for new industries which 
fulfil certain requirements. Such exemptions 
usually comprise total or partial exemptions 
from charges in respect of the incorporation of 
enterprises; exemptions from customs duties on 
imports of machinery, equipment, and some- 
times even raw materials, to be used in the 
enterprise; reductions in income tax; the ac- 
celerated depreciation of fixed assets or the 
revaluation of capital assets, which involves an 
indirect reduction in income tax; exemption 
from export duties; reduction of taxes on pro- 
fits, etc. 


Examples of this kind of development legis- 
lation are Mexico’s Act on the Promotion of 
New Essential Industries of January 1955; 
Ecuador’s Industrial Promotion Act No. 3,005 
of December 1964; Peru’s Industrial Promotion 
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Act of November 1959, amplified by Act No. 
17,044 (Title II) of July 1968; Bolivia’s Legis- 
lative Decree for the Development, Promotion 
and Assistance of Private Industry of October 
1965; Paraguay’s Industrial Promotion Acts of — 
1953 and 1955, amendments to which were being 
discussed at the end of 1968; and Panama’s No. 
12 of 1950, together with Act No. 25, which 
expanded it, and Decree No. 144 of 1965, which 
brought it up to date. 


The industrial development legislation adopted 
in 1958 in Honduras and Nicargua, in 1959 in 
Costa Rica and Guatemala and in 1961 in El 
Salvador followed very similar lines. In recent 
years, however, these countries have tended to 
standardize their legislation with a view to im- 
plementing the Central American Agreement on 
Fiscal Incentives to Industrial Development. 


As indicated earlier, the tax incentives con- 
tained either in special development legisla- 
tion or scattered through a number of different 
legal provisions seem to have been relatively 
weak in their effects. Part of this is attributable, 
at least in the Central American countries and 
other countries at a similar stage of develop- 
ment, to the low levels of income tax and in 
some cases to the fact that income tax is of 
relatively recent date. 


Another method of promoting industrial de- 
velopment which has played an important role 
in the establishment of new industrial capacity 
has been direct State action, either through the 
provision of external economies by providing 
the power and transport infrastructure, or 
or through the direct establishment of indus- 
trial enterprises; sometimes in association with 
strictly private interests. This has been of par- 
ticular importance in such countries as Colom- 
bia which, through its Industrial Development 
Institute (Instituto de Fomento Industrial), has 
set up some thirty large enterprises over the 
past twenty years, including Planta Colombiana 
de Soda, Industria Colombiana de Llantas, 
Acerias Paz del Rio, Cementos Boyaca, Celu- 
losa y Papel de Colombia, Forjas de Colombia, 
etc. Over the same period, over forty large 
industrial enterprises have been established in 
Chile, including Compania de Acero del Paci- 
fico, Impregnadora de Maderas, Industria Azu- 
carera Nacional, Manufactura de Metales S.A., 
Manufacturas de Cobre, Corporacién de Radio 
de Chile, Empresa Nacional del Petréleo, etc. 
Many enterprises in Mexico have been estab- 
lished through State action or with a large 
measure of State support. 


In some countries, it has often been the prac- 
tice to transfer total or partial control of State 
industrial enterprises to the private sector once 
they have passed through the initial stages in 
_ which difficulties and risks are greatest, the 
State sometimes retaining control only of en- 
terprises which are of special strategic im- 
portance for the development of the country. 
Over the past decade, State action in industry 
has been relatively limited, although an excep- 
-tion to the rule is Venezuela, where many new 
enterprises have emerged, including the Vene- 
zuelan Petrochemical Institute (Instituto Vene- 
zolano de Petroquimica), Sidertirgica del 
Orinoco, Aluminio del Caroni, etc. 


The government sector has also had an im- 
pact through its various efforts to develop over- 
all programming for the industrial sector. 


As industry developed beneath its protec- 
tionist umbrella, the imbalances due to hap- 
hazard and spontaneous growth became grad- 
ually more evident and there was growing 
awareness of the need to direct the develop- 
ment process. Early attempts at industrial 
planning had to overcome the opposition of 
the private sector, which viewed them as un- 
necessary State intervention, and they were un- 
successful precisely because they lacked a policy 
for plan implementation, or rather because they 
existed side by side with policies that often 
conflicted with the planned objectives. 


One of the instruments that has had a large 
influence on industrial development has been 
the use of credit and in general the manage- 
ment of capital markets. In some cases, bank- 
ing or financial bodies have been set up under 
government agencies with the specific aim of 
providing credit for industrial enterprises, as 
a complement to the credit available from 
private financial institutions. In other cases, 
the State has worked indirectly, either by en- 
couraging the participation of commercial banks 
in the financing of enterprises or by supporting 
the operation of stock markets, although with- 
out giving special attention to the needs of 
industry. Some foreign credit institutions and 
large firms have also participated directly in 
the flow of capital to the industrial sector. 
While all such credit mechanisms, which are 
discussed in detail in a later section, have 
played a decisive role in the industrialization 
process, they have big problems and limita- 
tions in meeting specific current needs and, in 
the relatively less developed countries of the 
region, either have not yet become experienced 


enough or broad enough in scope, or have had 
some adverse effects. 


The various industrial policy instruments 
outlined above have gradually accumulated over 
the past decades without any widespread effort 
having been made to co-ordinate them or give 
them a unified approach. The lack of co-ordina- 
tion between the various measures has led in 
some instances to paradoxical situations: for 
example, industries producing capital goods 
are encouraged by appropriate tariff protection, 
and sometimes even by measures prohibiting 
public bodies from purchasing capital goods 
abroad if a domestic equivalent exists, and yet 
they are unable to develop because they lack 
medium-term credit facilities or because their 
market is not large or stable enough owing to 
the large number of exemptions contained in 
the tariff protection machinery. 


If, in the years ahead, a development strategy 
is to be adopted with more far-reaching and 
ambitious objectives than those of the recent 
past, there must be a complete change of em- 
phasis in the use of the instruments of indus- 
trial development policy. As will be shown in 
later sections, a whole host of instruments and 
bodies have been established in the countries 
of the region over the past two decades cov- 
ering a wide field of industrial policy; but for 
various reasons they are not being properly 
used and they must be carefully evaluated if 
they are to be used more rationally in the 
future. 


Efforts to promote regional integration and, 
even more, the need to compete in world 
markets, require a decisive change in the way 
tariff mechanisms are used, which must be- 
come more flexible and selective and be better 
co-ordinated with the other economic policy 
instruments. Among such instruments, tax in- 
centives, which so far seem generally to have 
had a minor influence on industrial activity, 
may in future acquire growing importance as 
excessively high tariff barriers disappear. Simi- 
larly, direct State action, either through the 
establishment of industrial enterprises or 
through State participation in semi-public en- 
terprises, may have a decisive effect on the 
development of certain branches of basic in- 
dustry in the relatively less developed coun- 
tries, where the scarcity of financial resources 
places very narrow limits on action by domestic 
private enterprises. The operation of credit me- 
chanisms should also be modernized and made 
more flexible in order to meet the new and 
very varied needs that will stem from the de- 
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velopment strategy being worked out for the 
coming decade. At the same time, stock markets 
will have to seek the most direct and expedi- 
tious way to match the resources generated by 
savings with the possibilities of investment in 
industrial enterprises. 


The experience of the past two decades may 
yield some important conclusions which will 
help to guide future action in each country, in 
line with its own special characteristics, and 
within the region as an integrated whole. 


Hence, it will be necessary to make a very 
detailed analysis of past experience in con- 
nexion with the various instruments of indus- 
trial policy. The sections that follow give a 
preliminary review of the measures adopted 
in some countries of the region to deal speci- 
fically with critical areas of industrial devel- 
opment. 


2. TECHNOLOGY, EFFICIENCY AND PRODUCTIVITY 


One of the consequences of indiscriminate 
protectionism is the establishment of a large 
number of productive units of inadequate size 
with antiquated techniques and often out- 
moded equipment. Side by side with these, 
there is surplus installed capacity in some in- 
dusiries which is either designed to ensure 
monopoly control or is the result of an un- 
controlled flood of investment in a particular 
branch of industry. In both these cases, pro- 
ductivity is lower than it could be if resources 
were used more rationally. 


Although in earlier days nobody worried 
much about such anomalies, as industry has 
gradually developed and the need to export 
more and more manufactures has made itself 
felt, it has become evident that low produc- 
tivity is a difficult problem to overcome, par- 
ticularly since its effects usually build up as 
goods move through the various stages of the 
manufacturing process. 


Over the past twenty years concern about 
low productivity has become widespread, even 
in the relatively less developed countries, in 
view of the prospect of trade liberalization as 
a result of the establishment of an integrated 
regional market. This is why industrial policy 
instruments, especially those based on exemp- 
tions from taxation, began to be used in an 
attempt to influence some of the important 
decisions of entrepreneurs, mainly with the 
idea of encouraging them to modernize their 
machinery and equipment and, to a lesser ex- 
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tent, to make more intensive use of their in- 
stalled capacity. 


In Argentina, for example, what is termed 
the “priority for equipment” régime authorizes 
the importation, free of all taxes, exchange 
charges and customs duties, of machinery and 
equipment for which there is no domestically 
produced equivalent, provided that certain con- 
ditions are met, the first of which is that the 
investment shall yield technical and technolo- 
gical improvements and shall help to increase 
domestic production, improve its quality and 
lower its cost. Similarly, the industrial devel- 
opment act of Ecuador provides that, when 
calculating the proportion of their income 
subject to income tax, enterprises may deduct 
any sums invested or reinvested in the expan- 
sion or improvement of their industrial plant, 
and also any sums spent on research to im- 
prove existing production techniques or to de- 
velop new ones. The development act of Para- 
guay also provides tax incentives for existing 
industrial enterprises which expand or mod- 
ernize their installations, and for new enter- 
prises which incorporate new installations and 
modern production techniques into their plant, 
provided it is shown that this will help to de- 
velop the industry concerned. Under the act 
relating to exemptions in respect of machinery, 
equipment and raw materials in Venezuela, one 
of the conditions is that entrepreneurs must 
modernize their machinery and equipment from 
time to time. 


Although these legislative provisions do show 
that there is a degree of awareness of the 
problem, they are not very effective in prac- 
tice owing to their vagueness and the diffi- 
culty of providing for particular cases. More 
direct results might perhaps be obtained, al- 
though in an indirect way, by authorizing the 
accelerated depreciation of fixed assets. Decree 
No. 54,298 of September 1964 in Brazil estab- 
lished a special coefficient for accelerated de- 
preciation in order to stimulate investment for 
the renovation and modernization of industrial 
installations. The industrial promotion act in 
Peru allows enterprises to increase the annual 
rate of their depreciation allowances or reserves 
in respect of industrial machinery or equip- 
ment if, because of unusually long workdays 
or other causes, they are subject to excess wear 
and tear, or if they have been replaced or it 
is guaranteed that they will be replaced by 
more efficient machinery or equipment, 


There are similar provisions in the develop- 
ment act of Ecuador, and in the legislation of 


Chile, Colombia and other countries which, 
while not explicitly stating that their aim is 


| to encourage the speedy renovation of equip- 
| ment, in practice facilitate it by providing for 


the accelerated recovery of the financial outlay 
required. 


A special provision has been used in Mexico 
to prevent the installation of excess capacity 
under which certain industries are declared to 
be “saturated”. The application of this provi- 
sion has been confined to a few relatively 
simple manufactures, and if it became more 
widespread it might lead to the legalization of 
monopolies or oligopolies which would impede 
rather than encourage improvements in pro- 
ductivity. 

In some more recent instances credit in- 
centives have been used to promote industrial 
development. The Fund for Expansion of Pro- 
ductivity (Fundo de Desenvolvimento da Pro- 
dutividade—FUNDEPRO) established in Brazil 
in 1967 assists industrial enterprises in the 
preparation or implementation of projects to 
increase productivity and provided five-year 
credits at an interest rate of 6 per cent, plus 
commissions and monetary adjustments, up to 
a total of 60 per cent, or in special cases 80 
per cent, of the cost of the project. In other 
countries, the granting of loans has been linked 
to the adoption of recommendations on the 
internal functioning of enterprises, although 
this has generally been confined to assistance 
programmes for small-scale and artisan-type 
industry. 

These efforts, however, seem to have had 
but a marginal effect and have not been sucess- 
ful in increasing efficiency in the use of re- 
sources or in raising levels of productivity to 
any significant extent. 

A more detailed analysis would certainly 
reveal that this is partly due to a number of 
factors, one of which is the fact that many 
enterprises are family-owned. Because the fam- 
ily cannot supervise all the time, there has to 
be one work shift per day. Another factor is 
the difficulty of obtaining financing, which leads 
the medium-sized and small producer to use 
his equipment for excessively long periods. A 
factor of special importance among the many 
that have to be considered is that of the tech- 
niques used. 


Little has been done so far to adapt im- 
ported techniques in a systematic and rational 
way to Latin American conditions, and there 
have been few efforts to initiate a process 
through which new techniques would be evolved 


specifically for the region. The demonstration 
effect of the consumption habits of the devel- 
oped countries is often so strong as to obscure 
the need to use regional resources rationally. 
The gradual replacement of textiles made large- 
ly of wood and cotton—of which there is an 
abundant supply in several of the Latin Amer- 
ican countries—by synthetic textiles of com- 
parable quality is merely one example of this 
trend. 


The aim is not to halt the introduction of 
technological improvements—which have un- 
deniably made a valuable contribution to the 
development of the region—simply because 
they come from abroad; on the other hand, 
neither is it to accept all imported techniques 
without first checking their suitability, as has 
happened in recent years. 


As a result of technological progress, many 
newly established enterprises have been able 
to achieve high levels of efficiency, while older 
enterprises have been able to modernize, bene- 
fiting both from new techniques and from the 
advantages of using internationally known 
trade marks. But the direct costs in respect of 
royalties, patents and registered trade marks 
paid to the foreign enterprises supplying the 
technology, the premium on the value of spe- 
cial machinery and equipment, and the cost of 
technical assistance for the installation and 
periodic inspection of plant, may come to rep- 
resent a substantial burden, depending upon 
market conditions and the size and financial 
soundness of the enterprise concerned, If to 
this are added all the restrictions usually in- 
cluded in contracts covering the size of the 
market, distribution, and prohibitions on the 
use of other trade marks, and also the social 
costs—which are difficult to calculate—due to 
the fact that the techniques are not suited to 
the actual resources available, it can be seen 
that there is ample justification for a more 
detailed study of the matter. 


It should be recognized that some valuable 
work has been done recently to find a suitable 
approach to the question of technological re- 
search. The establishment of the Central Amer- 
ican Research Institute for Industry (Instituto 
Centroamericano de Investigacién y Tecnologia 
Industrial) in 1955, the National Institute of 
Industrial Technology (Instituto Nacional de 
Tecnologia Industrial) in Argentina in 1957; 
the Institute of Technological Research (Insti- 
tuto de Investigaciones Tecnolégicas) in Co- 
lombia; the Mexican Institute of Technological 
Research (Instituto Mexicano de Investigaciones 
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Tecnolégicas) in 1950; the Research Institute 
(Instituto de Investigaciones), affiliated to the 
Monterrey Institute of Higher Technical Studies 
(Instituto Tecnolégico de Estudios Superiores) 
in 1961; the Venezuelan Institute of Tech- 
nological and Industrial Research (Instituto 
Venezolano de Investigacién Tecnolégica e In- 
dustrial) in 1958; and the National Institute 
of Technology (Instituto Nacional de Tecno- 
logia) of Paraguay in 1963, shows that there 
is a desire to give definite encouragement to 
this kind of activity. Similarly, in Brazil, the 
work being done by the National Institute of 
Technology (Instituto Nacional de Tecnologia) 
and by the Institute of Technological Research 
of the State of Sao Paulo- (Instituto de Inves- 
tigacoes Tecnolégicas do Estado de Sao Pau- 
lo), is being supported by the work of the 
Foundation for Assistance to Research of the 
State of Sdo Paulo (Fundacao de Ampara a la 
Pesquisa do Estado de SA0 Paulo—FAPESP) 
which makes the resources it receives—a con- 
tribution of 0.5 per cent of its revenue by the 
state government—available to research labora- 
tories and centres, while maintaining the neces- 
sary control to ensure that the resources are 
used effectively. Since 1964, funds for research 
have also been provided by Brazil’s Fund for 
the Development of Science and Technology 
(Fundo de Desenvolvimento Técnico-Cientifico 
—FUNTEC), administered by the Banco Na- 
cional de Desenvolvimento Econémico (BNDE), 
which finances research to facilitate and channel 
the introduction of technological innovations 
into industry, the adaptation of processes and 
techniques to local conditions and the inven- 
tion and improvement of industrial production 
methods to make intensive use of the country’s 
natural resources. 


Generally speaking, these institutions, and 
all the others that have been in operation in 
the region for some time, have found their 
capacity for action limited by lack of financial 
resources, which has at times made it impos- 
sible for them to modernize even their own 
equipment and laboratories. In addition, the 
lack of communication between institutes, 
laboratories and universities in the various 
countries of the region has deprived them of 
the possibility of complementing each other’s 
work, This particular problem has been dis- 
cussed on many occasions by representatives 
of the various countries, in conjunction with 
UNESCO and ECLA, and it was decided to 
establish the Centre for the Application of 
Science and Technology to Development in 
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Latin America (Centro para la Aplicacién de 
la Ciencia y la Tecnologia al Desarrollo de 
América Latina—CECTAL), which began oper- 


ation in Brazil in 1968. 


Together with this work on research and the 


adaptation of techniques, work has also been 


done on industrial standards, initially at the 
national level, with a view to achieving uni- 
form standards in all the countries of the re- 
gion. 

In some countries, the establishment of in- 
dustrial standards institutions is of relatively 


recent date. In Peru, the National Institute for | 
Industrial Technical Standards and Certifica- 


tion (Instituto Nacional de Normas Técnicas 
Industriales y Certificacién) was established in 
1959, and in the same year Venezuela estab- 
lished the Venezuelan Industrial Standards 
Commission (Comisién Venezolana de Norma- 
lizacién Industrial), while the Colombian In- 
stitute of Technical Standards (Instituto Co- 
lombiano de Normalizacién Técnica) dates 
from 1964. Even in countries where institu- 
tions of this kind have been in existence for 
some time, efforts have recently been made to 
rectify existing deficiencies. For example, a 
new general law covering standards and 
weights and measures was enacted in Mexico 
in 1960, and in Brazil, where the Brazilian 
Association of Technical Standards (Associa- 
cao Brasileira de Normas Técnicas—ABNT) 
was already in existence, a private body has 
been established, the Brazilian Association for 
the Development of Basic Industries (Associa- 
cao Brasileira para o Desenvolvimento das 
Industrias de Base—ABDIB), which co-oper- 
ates in setting standards and organizing quality 
control for basic industry. 


Spurred on by the process of regional in- 
tegration in which they are engaged, the Latin 
American countries have declared their inten- 
tion of adopting common technical standards 
to facilitate trade. The Pan American Com- 
mission for Technical Standards (Comité Pan- 
americano de Normas Técnicaa—COPANT), 
which was established in 1961, has begun the 
work of harmonizing the various standards 
existing in the region. 

Noteworthy, too, among efforts to encour- 
age industrial enterprises to increase produc- 
tivity, are the activities of the productivity 
centres which have been set up over the past 
two decades. The technical co-operation de- 
partment of the Chilean Institute of Produc- 
tivity of the Technical Co-operation Service 
(Instituto Chileno de Productividad del Ser- 


| vicio de Cooperacién Técnica) began operation 
/ in 1951, the National Productivity Centre 
' (Centro Nacional de Productividad) of Mexico 
| in 1955; shortly afterwards the National Pro- 
ductivity Centre (Centro Nacional de Produ- 
tividade) was set up in Brazil, and now has 
twenty state centres. This was followed by the 
establishment of the National Centre for the 
Increase of Productivity (Centro Nacional de 
Incremento de la Productividad) in Peru in 
1960, the Venezuelan Institute of Productivity 
(Instituto Venezolano de Productividad) in 
1962 and of productivity centres in Costa Rica, 
Guatemala and Panama in 1963, in Uruguay 
in 1965 and in Paraguay in 1967. 


These centres, generally established by entre- 
preneurial institutions, sometimes with govern- 
ment support, have received financial assistance 
from the United States Agency for Interna- 
tional Development (AID), the Organization 
‘of American States (OAS) and the Inter- 
American Productivity Association (Asociacién 
Interamericana de Productividad), and_ tech- 
nical assistance from the International Labour 
Organisation (ILO). In most cases, their work 
has consisted in organizing seminars and 
courses for supervisors, managers and admin- 
istrators and in disseminating information 
about productivity. 


The various efforts made to encourage enter- 
prises to modernize their equipment and raise 
their levels of productivity, as well as the work 
done on research and standardization, will have 
to acquire a great deal of momentum in the 
coming years if they are to promote rather than 
hamper regional integration. While slow but 
sure progress is being made in technological 
research and the adoption of standards for 
industrial products and processes, a_ special 
effort has to be made to reconvert and modern- 
ize outmoded enterprises which will otherwise 
inevitably be shouldered out by new firms with 
more modern ideas of “production techniques 
and efficiency. 


3. INSTITUTIONAL FRAMEWORK AND FINANCING 


Over the past twenty years the actual struc- 
ture of Latin American enterprises has not 
changed to any significant extent. Efforts to 
improve management capacity and the internal 
organization of the productive process, mainly 
initiated in productivity centres or in such 
organizations as the development centres in 
Venezuela and Ecuador, are slow to take effect 
and are still not very broad in scope because 
they are so recent. 


Nevertheless, a number of efforts have been 
made at the State level to provide institutional 
support for industrial enterprises. In most 
countries of the region industrial development 
programmes have been designed to induce 
private enterprise to adopt decisions which are 
most in the interest of the community as a 
whole. These programmes sometimes form part 
of over-all programmes, and sometimes relate to 
the industrial sector exclusively, either cover- 
ing the main branches or concentrating on a 
particular branch or on small-scale industry. 
Although there has been progress in this re- 
spect in virtually all countries, the implemen- 
tation of these programmes has been seriously 
hampered by the lack of continuity in political 
decision-making or by switches of policy. 
Added to this is the fact that in many cases 
no specific projects through which the pro- 
grammes could be put into effect or no suffi- 
ciently detailed policy measures to facilitate 
their implementation have been included in the 
programmes. Moreover, there has been an ab- 
sence of any real contact between planning 
offices and the government agencies responsible 
for putting plans into effect. 


Nevertheless, side by side with the work done 
on industrial planning, and as a result of the 
joint endeavours of a number of isolated ele- 
ments, both public and private, some work 
has been done to develop specific projects in 
line with the priorities recommended in the 
plans. 


In a number of countries, for instance Chile, 
Mexico and Venezuela, it has sometimes been 
common practice for development organizations 
to prepare projects which are then handed over 
to private investors. In Brazil the Finance 
Company for the Study of Programmes and 
Projects (Financiadora de Estudos e Proyec- 
tos), was set up in 1965 under BNDE to finance 
project preparation and feasibility studies 
through loans with repayment periods of as 
much as ten years. In Mexico, the Fund for 
Pre-investment Studies (Fondo de Estudios de 
Preinversién), a trust fund of the Nacional 
Financiera, was set up at the end of 1967 for 
similar purposes. The industrial promotion 
department of the Venezuelan Development 
Corporation (Corporacién Venezolana de Fo- 
mento) prepares projects which are then handed 
over to entrepreneurs, who do the work and 
provide a portion of the capital required. 


These efforts have been supported financially 
and complemented at the regional level by the 
Pre-investment Fund for the Integration of Latin 
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America, established by the Inter-American De- 
velopment Bank (IDB) in 1966. The Fund’s re- 
sources have been made available to government 
agencies, development corporations, multina- 
tional bodies, private organizations, etc., to 
finance pre-investment studies for programmes 
or projects promoting Latin American integra- 
tion. This Fund covers various fields of activity, 
but some of its resources may be used for in- 
dustrial programmes and projects. 


As a complement to these recent activities, in 
some countries of the region—Mexico, Ecuador 
and Venezuela—periodic lists of investment op- 
portunities have been sent to investors, and in 
some cases sets of draft projects are available 


upon request. In order to channel investment 


and prevent the accumulation of excess capacity 
in particular branches of industry, since 1962 
Venezuela has had a project register in which 
the names of persons requesting State aid or 
financial assistance must be recorded. 


All these efforts, together with the industrial 
development legislation, are helping to form a 
more suitable institutional framework for the 
development of industrial activities. However, 
the process of economic integration is bringing 
new needs in its train to which, with some ex- 
ceptions, no adequate response has yet been 
made. Some isolated pieces of legislation—for 
instance Decree No. 28468 HC, adopted in Peru 
in August 1968, which paves the way for multi- 
national enterprises by establishing a clearly 
defined framework of legislation and taxation— 
give grounds for hope that certain critical prob- 
lems will eventually be solved. Nevertheless, 
there are still some strong institutional barriers 
to be overcome. For example, the possibility of 
co-ordinating industrial programmes and har- 
monizing industrial policy in the countries of 
the region will remain a distant hope until stable 
and well-defined machinery is established with- 
in each country. 


If Latin American industry is to be in a posi- 
tion in the future to deal successfully with the 
problems of its development and if, in addi- 
tion to promoting the flow of intra-regional 
trade it is to secure its due share of world 
markets, substantial changes will have to be 
made in the institutional framework, which 
may well become one of the key factors for 
future development. 


Financing is another equally critical factor, 
and one which has traditionally hampered in- 


dustrial development possibilities in Latin 
America. 
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The financial status of industrial enterprises 
depends on a great variety of factors whose 
effects are difficult to isolate. Protectionist 
policy, price-fixing, wages policy, taxation and 
exemptions from taxation, and even some ad- 
ministrative provisions, all have an effect on 
the capacity of enterprises to generate their 
own funds. The influence of some of these 
policy measures was discussed in earlier sec- 


a 


tions, especially in relation to tariff protection 


and tax legislation that affect the investment 
or reinvestment of funds. The measures adopted 
in recent years with regard to the supply of 
external funds to enterprises in the form of 
direct contributions, loans and foreign invest- 


-ment are discussed in the following paragraphs. 


The slow pace at which per capita imcome 
has grown, together with certain persistent 
structural deficiencies, has meant that savings 
in Latin America have remained at a generally 


low level. Given this trend, the industrial sector — 
has had to compete with the other sectors of - 


production in order to attract its share of the 
resources available, not always with success. 


Personal savings, which could become direct 
capital inflows, are generally attracted into 
other forms of investment which offer compar- 
able or higher returns and are easier to re- 
cover, for example, time deposits in savings 
banks or associations, or speculation with for- 
eign currency. Given this situation, there has 
been no effective way to channel such savings 
towards industry. 


In the vast majority of cases, the position of 
stock markets has weakened in recent years, 
particularly in so far as their capacity to chan- 
nel financial resources to industry is concerned. 
Even in Mexico, where the buying and selling of 
the shares of the Nacional Financiera make the 
market specially dynamic, transactions in the 
shares of industrial enterprises are of little sig- 
nificance. In the other countries which have 
stock markets there has been a steady decline, 
both in the real value of securities and in 
quotations of industrial shares. In an effort to 
reverse this trend some countries are taking 
definite steps to try to recover—or to win—the 
confidence of investors. 


In Argentina, for example, a new Stock Mar- 
ket Act was adopted in September 1968 which 
made some changes both in the market itself 
and in the provisions governing incorporated 
companies. In Brazil, Legislative Decrees No. 157 
and No. 238 of August 1967 grant exemptions 
from taxation to purchasers of shares, allowing 


deductions from income tax of up to 10 per cent 
for persons and up to 5 per cent for enterprises 
for this purpose. In Colombia, Decree No. 2229 


of August 1968 requires the administrators of 
_ incorporated companies, inter alia, to submit 
| data on the salaries, fees, travel allowances and 
other income of company directors, with the 
| aim of controlling and protecting the interests 
of small shareholders. In 1965, the first stock 


market in Central America was opened in El Sal- 
vador, and at the end of 1968 Paraguay was 
planning to establish a stock market to channel 
savings towards investment in industrial secur- 
ities. 


Despite all these efforts, however, it appears 


| that savers tend to have more confidence in fixed- 


income securities issued by large institutions than 
in industrial securities. 


The direct contributions made by some State 
financial corporations, such as the Nacional 


' Financiera of Mexico or the Venezuelan Devel- 
opment Corporation, have helped to support 


private investment and channel it towards the 


industrial sector, with fairly successful results, 


and it is hoped that the Andean Development 


| Corporation (Corporacién Andina de Fomento) 
_ will be able to do the same on a subregional 
_ scale, although these institutions generally do 


not operate through stock markets but rather 
compete with them. Financial enterprises that 
operate as investment funds have shown the 
same weaknesses as stock markets. 


In view of the above, it is clear that a careful 
review is needed of the current machinery 
through which stock markets operate, since such 
markets can play an important role in the future 


if the proper channels are provided. 


In contrast to the inflexibility of stock mar- 
kets, and the decline in their operations, credit 
mechanisms have been supplying an increasing 
volume of financial resources to industrial en- 
terprises. While it is true that the traditional 
banking system has had—and still has in some 
countries—rather serious limitations in terms of 
fulfilling the needs of industry, it must be recog- 
nized that various measures have been adopted 
latterly—with varying degrees of success—to 
make credit mechanisms more flexible and effec- 
tive. 


The shortage of medium-term and long-term 
credit, which has long been one of the most 
critical problems in industrial financing, has 
received special attention. In addition, the supply 
of working capital has been expanded and 
special mechanisms have been sought to solve 


the acute problems of the capital goods industry. 
In order to do this some countries have endeav- 
oured to eliminate legal restrictions on bank 
credit operations, and have also authorized the 
formation of other private financial bodies, such 
as financing companies, development banks etc., 
with more flexible regulations. More rapid and 
effective action has been achieved through the 
establishment of machinery which takes advan- 
tage of the direct contacts between commercial 
banks or other private financial institutions and 
enterprises in order to transfer State resources, 
most of which come from external loans, to 
enterprises. 


In Brazil, for example, a group of financing 
funds were set up in 1964 and 1965 under the 
National Economic Development Bank, to pro- 
vide credits for the purchase of domestically 
produced equipment and machinery (FINAME), 
for the financing of small-scale and medium- 
sized enterprises (FIPEME) and of studies and 
projects (FINEP), and for the provision of 
working capital (FUNDECE). In October 1968, 
Colombia established an Industrial Fund within 
the Banco de la Republica which is authorized 
to rediscount loans granted by banks and finan- 
cial corporations to small and medium-sized 
industrial enterprises. In Peru, the functions of 
the Banco Industrial were expanded to include 
development promotion functions when the Na- 
tional Institute for Industrial Promotion (Insti- 
tuto Nacional de Promocién Industrial) was 
amalgamated with it. 


Together with domestic resources of credit, 
external loans from international institutions 
—the International Bank for Reconstruction and 
Development, IDB, and others—and from gov- 
ernment financial agencies—the Export Import 
Bank, AID, etc.—have played an important role 
in recent decades. Although only a portion of 
the resources made available by these bodies 
has gone to the industrial sector, it has been 
sufficient to cover the foreign exchange expen- 
ditures of some important new ventures, espe- 
cially in the field of chemicals, petroleum pro- 
ducts, pulp and paper, and basic metals. 


The trend over the past ten years has been for 
these resources to decline, while interest rates 
have generally tended to climb. So far, despite 
repeated efforts, it has not proved possible to 
modify one of the features of external credit 
which places Latin America at a special disad- 
vantage: the tying of credits to the origin and 
destination of the goods purchased, together with 
the restrictions imposed thereby on transport 
and insurance. 
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Given the above, it will be necessary to ensure 
that in the future there is a growing volume of 
external resources to help Latin American in- 
dustry through the critical stage of transfor- 
mation now before it. This will not be possible 
unless the developed countries commit a some- 
what larger proportion of their resources to 
assisting the countries of Latin America. 


A further reason for enlisting external support 
is the fact that conditions will change in the 
region as the process of economic integration 
progresses. The experience of more advanced 
countries shows that additional financing is 
required to reconvert industries which are being 
ousted by new and more efficient enterprises. 
Quite probably this need will be particularly 
acute in Latin America, where, because of the 
relatively high proportion of medium-sized and 
small enterprises and artisan-type industries, 
relatively more enterprises may be expected to 
find themselves utterly unable to compete as 
markets are gradually liberalized. 

In recent years, foreign private investment has 
also played an important part in the industrial 
sector. 


In earlier years, foreign private investors 
showed little interest in Latin American industry, 
except in those countries which had relatively 
large domestic markets, such as Argentina, 
Brazil and Mexico. However, over the past 
twenty years, the amount of foreign private 
investment has grown and, while it does not 
represent a large proportion of total industrial 
capital, it has gone predominantly to some of 
the fastest growing branches, for example, the 
motor-vehicle, petrochemical, electrical machin- 
ery and electronics industries, etc. The countries 
of the region have adopted conflicting attitudes 
towards this situation. Some think that accept- 
ing foreign capital in these branches of industry 
is the most direct method of incorporating mod- 
ern production techniques into industry, while 
others think that, since these are the branches 
with the highest potential growth, they should 
remain under national control. Added to this, 
there is the growing tendency of foreign investors 
to take over Latin American enterprises that 
are already in operation; this may mean noth- 
ing more than a transfer unless the resources 
thus freed are reinvested in the sector. 


Despite the changes in the way that foreign 
investment reaches Latin America, few industrial 
policy measures seem to have been taken to 
channel this investment. In general there has 
been no change in the traditional policy of 
attracting capital from all and sundry by offer- 
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ing a variety of exemptions and incentives, with 
limitations in only a few cases. 


For example, under Act No. 14,780 of 1958 
in Argentina, foreign capital has the same rights 
as domestic capital, although subsequent legis- 
lation granted preferences in some cases and 
incentives in others. In September 1967 a foreign 
investment promotion service (Servicio de Pro- 
mocién de Inversiones Extranjeras) was estab- 
lished, which has endeavoured to give even 
greater facilities to foreign investors. In Brazil, 
Act No. 4390 of 1964 and Decree No. 55,762 of 
1965 guarantee foreign investors broad freedom 
of operation, while resolution No. 7 of 1968 in 
Colombia raised the percentage of profits that 
could be repatriated. In Chile, foreign investors 
are granted a number of exemptions on imports 
of machinery and equipment, and accelerated 
depreciation of fixed assets, etc. In Mexico, 
foreign capital may not exceed 49 per cent of 
the total capital of enterprises covered by the 
Act on the Promotion of New Essential Indus- 
tries; and in a few cases the capital must all 
come from domestic sources. In Paraguay, Act 
No, 246 of 1955 granted foreign investors wide- 
ranging guarantees and customs and tax benefits, 
and also authorized them to purchase foreign 
exchange from the Central Bank for remittances 
abroad. 


The contribution that foreign industrial enter- 
prises can make to the Latin American countries 
in terms of both technology and administra- 
tive efficiency and organization must be chan- 
nelled in such a way that the maximum benefit 
is derived from it. This necessarily implies the 
more or less uniform treatment of foreign ca- 
pital in the various countries to prevent them 
from competing with each other to their own 
detriment in the incentives they offer to investors. 
It also means that the interests of local entre- 
preneurs will have to be safeguarded to ensure 
that they are not excluded from the most dynamic 
industrial activities which offer the best financial 
prospects. 


Hence, it may be affirmed that in terms of 
financing there have been serious shortcomings 
in the mechanisms involved in the flow of funds 
to Latin American industrial enterprises, and 
that, judging by recent trends, the problems of 
Latin American industry are becoming more 
acute. 


Great efforts will therefore have to be made to 
improve financing if future development is to 
be possible. Expansion of the volume of re- 
sources flowing to industry, and diversification 


‘of the methods of financing with the emphasis 


| on longer repayment periods are both essential 


| prerequisites of this improvement. This cannot 


_) be achieved unless important decisions are taken 


on internal economic policy, added to which 
|there must be a substantial inflow of external 
financial assistance. 
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4, EMPLOYMENT AND LABOUR PROBLEMS 


~ Because of the rapid growth of the popula- 


| tion, and hence the labour force in Latin Amer- 
| ica, and the inevitable migration to the cities 
_ of a part of the rural population, all the sectors 


of production except agriculture have been sub- 
ject to strong pressures caused by the demand 
for new employment opportunities in the last 
few decades; but the secondary sector, which 
has its own limitations on growth, has not reacted 
forcefully to this pressure. Part of the surplus 
agricultural population of working age, which 
is virtually completely untrained, has been ab- 


sorbed into the building industry or low-pro- 


ductivity services, while the remainder have 


| swelled the ranks of the unemployed, gradually 
aggravating the problem of marginality. 


As they are naturally not organized, the seg- 
ments of the population affected by unemploy- 
ment have not been strong enough to press for 
the adoption of measures to improve matters. 
The specific objective of raising employment 
levels has not been one of the major concerns 
of those who frame and control economic policy 
in Latin America. An unemployment rate of 
5 to 6 per cent of the labour force has come 
to be considered normal, and when this rate has 
been exceeded the State has been given the 
responsibility for absorbing the excess man- 
power either in public works or by overstaffing 
State enterprises and bodies. 


It was hoped that the level of employment 
would rise automatically as the over-all eco- 
nomic development process gained momentum; 
and, given the continued stagnation of agricul- 
ture and the inevitable migration of the rural 
population because of improvements in produc- 
tivity, responsibility for absorbing a growing 
proportion of the labour force began to shift to 
industry, as it was relatively the most dynamic 
sector. However, this was not done in an explicit 
fashion. It would be difficult to find any indus- 
trial policy measure directed exclusively towards 
increasing employment in industry, although 
there are some measures that indirectly or par- 
tially seek this goal. 


For example, one of the basic objectives of 
the policies for the promotion of artisan-type 
and small-scale industry adopted in some coun- 
tries has been to raise, or at least to maintain, 
the level of employment in plant with relatively 
modest capital requirements. 


The Banco Industrial of Argentina has been 
administering a system of special loans for the 
establishment, expansion and modernization of 
small-scale industry in the interior of the coun- 
try, whose basic objectives include using local 
raw materials and employing locally available 
manpower. Similarly, the credit programme of 
the Venezuelan Ministry of Development, which 
operates through the National Commission for 
the Financing of Small-scale and Medium-sized 
Industry (Comisién Nacional de Financiamiento 
de la Pequefia y Mediana Industria), established 
in 1959, includes among its basic objectives the 
guarantee of permanent sources of employment 
and promotion of the training of entrepreneurs 
and industrial manpower. Although such objec- 
tives are not explicitly stated in Mexico’s pro- 
grammes for the development of small-scale and 
medium-sized industry, they are referred to in 
article 11 of the Act on the Promotion of New 
Essential Industries, which lists the secondary 
priorities that may affect tax exemptions or the 
amount of tax reductions granted under the 
Act, and states that one of the factors considered 
will be the quantity and quality of the manpower 
employed or to be employed. 

Furthermore, regional development policies 
may also be interpreted as attempts, albeit par- 
tial, to retain manpower in its area of origin in 
order to prevent increased migration to the 
industrial centres. 

This seems to be a major objective in the 
countries which are geographically the largest. 
It has been stated®! that regional planning in 
Mexico is focused mainly on the problem of 
employment, seeking systems and methods that 
will provide employment for the many unem- 
ployed or underemployed within each region. 
Accordingly, since the nineteen-fifties the for- 
mation of regional industrial centres has been 
encouraged by extending electricity networks, 
reducing railway transport rates, etc. The state 
governments have assisted by enacting industrial 
development legislation granting tax exemptions 
for up to thirty years in some cases and releas- 
ing land for the construction of industrial estates. 
As a result, new industries have been developing 


31 Statement by Alfredo Navarrete, Director of Na- 
cional Financiera, at the Jornadas industriales de 
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in the states of Morelos, Puebla, Querétaro and 
in other relatively backward areas. 


Similarly, one of the basic objectives of the 
Departments for the Development of the Nor- 
deste (Superinténdencia de Desenvolvimento do 
Nordeste—SUDENE) and Amazonia (Superin- 
téndencia de Desenvolvimento da Amazonia— 
SUDAM), which were set up in 1959, was to 
promote new activity in the two regions, espe- 
cially in industry, to absorb the unemployed 
labour force formerly employed in agriculture. 
For this purpose, companies were allowed to 
apply 50 per cent of their income tax to acti- 
vities promoted by the two Departments, pro- 
vided they supplied an equal amount of match- 
ing capital, a large proportion of which they 
could obtain through regional banks. 

There has been some discussion as to whether 
the measures to promote artisan-type and small- 
scale industry and the regional development 
policies adopted in Latin America are justified, 
either in terms of their employment objectives 
or in terms of their effect on the costs of indus- 
trial production. 


Clearly, the indiscriminate granting of incen- 
tives to all small-scale industrial enterprises 
would conflict with the need to raise producti- 
vity and lower costs. However, it is worth look- 
ing to see in which branches or products there 
is—or there could be—any real choice of tech- 
niques, given the current supply and relative cost 
of capital and labour. 


There is some evidence that in the metal-trans- 
forming industries, for example, there is a great 
deal of scope for small enterprises operating as 
subcontractors. There may also be some benefit 
in establishing small rural and fisheries indus- 
tries to meet local needs. Similarly, it would 
be useful to determine to what extent and under 
what conditions industrial growth based on 
highly productive units is capable of generating 
a margin of indirect employment—in transport, 
marketing and other services—which would 
equal or even exceed the amount of employment 
that can be obtained directly from less produc- 
tive but more labour-intensive units. 


Furthermore, it would be advisable to see 
how in some cases the bottlenecks in public, 
administrative, transport and other services 
actually cancel out the external economies of 
centralization, and thus justify the formation of 
new development centres at greater distances 
from one another. 


Answers to these questions may contribute to 
the adoption of employment objectives com- 
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patible with a rapid growth of production and 
harmonious regional development within each 
country. 


Industrial manpower problems, however, are 
not confined to the quantitative side of employ- 
ment. Equally or even more important are 
deficiencies in vocational training and the low 
wage levels of unskilled workers. 


Admittedly, the fact that the labour force 
lacks skills is part of a complex social structure 
of which industry is but one component. Because 
of its specific needs, however, industry has made 
some attempt to solve this problem. 


Much more effort has been made in recent 
years to improve the level of skills of adult 
workers, The few existing traditional institu- 
tions, generally coming under the various min- 
istries, have been joined by new bodies which 
can operate more flexibly but have a more 
limited educational range. 


The National Industrial Training Service 
(Servicio Nacional de Aprendizagem Industrial 
—SENAI), established in Brazil in 1942; the 
National Training Service (Servicio Nacional 
de Adiestramiento—SENA) established in Co- 
lombia in 1957; the National Institute for Edu- 
cational Co-operation (INCE) established in 
Venezuela in 1959; the National Service for 
Industrial Training and Labour (Servicio Na- 
cional de Aprendizaje y Trabajo Industrial— 
SENATI) established in Peru in 1960; the 
Accelerated Manpower Vocational Training Pro- 
gramme (Programa de Formacién Profesional 
Acelerada de Mano de Obra) established in 
Chile in 1960, which in 1966 became the 
National Institute of Vocational Training 
(Instituto Nacional de Capacitacién Profesional 
—INACAP); the training centres for industrial 
labour established in Mexico in 1963; the Na. 
tional Training Institute (Instituto Nacional de 
Aprendizaje) established in Costa Rica in 1965; 
the Institute for the Training and Development 
of Human Resources (Instituto para la For- 
macién y Aprovechamiento de Recursos Huma: 
nos) established in Panama in 1965; the acce- 
lerated vocational training schools started in 
the Dominican Republic in 1966; and the Voca- 
tional Training Service (Servicio de Capacita- 
cién Profesional) of more recent date in Ecua- 
dor—all these institutions have somewhat similar 
characteristics. 


Although some of them come under the State 
system and others under entrepreneurial orga. 
nizations, it is the latter which direct and deter- 
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mine the course of action to be followed. They 


generally provide vocational training for young 
apprentices and advanced training for adults, 
with a view to supplying workers with skills. 


Almost all such institutions provide theoretical 
and practical training through in-service courses 
‘or courses at training centres in different areas 
of the country which cover a number of trades, 


such as the various types of mechanic, elec- 
trician, welder, etc. The courses are usually 
short, ranging from a few weeks to one year, 
taking the minimum amount of time required 
fo learn a trade, 


In some countries, recent legislation has 
endeavoured to combine the aim of increasing 


‘regional employment with that of manpower 


training; for example, an act adopted in Brazil 


_manufactures. 


| 
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in 1968 provided that 5 per cent of the total 
sums received by SUDENE and SUDAM in 
respect of fiscal incentives must be used for 
manpower education and training projects in 
the two regions. 


Although such efforts are not a satisfactory 


response to the need to incorporate workers into 
the industrial community—not just as factors 
_of production, but as human beings within a 
culture whose values they must of necessity 


share—they are at least helping to alleviate 
the high rate of unemployment and the acute 
shortage of skilled labour. 


So far, however, it has not proved possible 
to bring a large proportion of unskilled labour 
into the consumer market since their low 
wages seriously limit their potential demand for 
The level of employment and 
wages can probably only be raised through a 
massive training effort, combined with signi- 
‘ficant changes i in the productive structure, espe- 
cially in the agricultural sector, although this 
would certainly require great changes in other 
more general factors outside the scope of this 
document, which are responsible for the con- 


_tinuation of the present situation. 


It is quite likely that employment and man- 


_ power training problems will become more acute 


in the near future. On the one hand, the fact 
that the rate of population increase is on the 
rise means that more and more young people 
are entering the labour market, while, on the 
other, the process of economic integration should 
bring with it economies in the use of resources, 
especially labour. The solution of these prob- 
lems, in which the industrial sector will have to 
play a not insignificant part, will require very 
careful reflection since more than purely eco- 
nomic factors are involved. 


5. REGIONAL INTEGRATION AND THE WORLD 
MARKET 


(a) 
In 1958, the first multilateral agreements were 
signed, and the Central American Economic 
Integration Programme began to operate, two 
years before the conclusion of the General 
Treaty on Central American Economic Integra- 
tion and the establishment of the Permanent 
Secretariat (SIECA). The rapid process of tariff 
liberalization and the adoption of uniform 
external tariff led to marked increases in trade 
between the countries of the region. 


Regional integration 


The instruments in force for the industrial 
sector are designed to facilitate investment deci- 
sions by enterprises concentrating on produc- 
tion for the Common Market. 


The Régime for Central American Integration 
Industries, adopted in 1958, implicitly provides 
that only one industry in each branch of pro- 
duction will have free access to the regional 
market and qualify to be designated an “‘inte- 
gration industry”. Such industries are guar- 
anteed, inter alia, that a competitor plant estab- 
lished in another part of the region will not 
have similar access to the market until ten years 
after its establishment. A further provision 
prevents a second “integration industry” being 
designated in any one country until all five 
signatory countries have one each. 


To date only two plants have been declared 
integration industries: a rubber tire and tube 
plant in Guatemala and a caustic soda and 
chlorinated insecticides plant in Nicaragua, the 
latter having been in operation since 1967. 
There are also plans for plants for which admis- 
sion to the Régime has been requested: two 
nylon filament plants, one in Guatemala and 
one in El Salvador, two pulp and paper mills, 
one in Guatemala and one in Honduras, and two 
iron and steel plants, one in Honduras and one 
in Costa Rica. 


The number of actual achievements and proj- 
ects planned is hardly satisfactory given that 
the Régime has been in operation for five years 
and the rapid progress that has been made in the 
elimination of trade barriers. This was probably 
why a further scheme to protect industrial de- 
velopment was put into effect under which 
surcharges may be placed on the common 
external tariff. A plant requesting the imposi- 
tion of this surcharge must show that it is 
capable of satisfying at least 50 per cent of 
the regional demand for the goods it produces. 
Price-control machinery was also established 
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under this arrangement. To date, only two 
enterprises have taken advantage of the scheme: 
one producing electric light bulbs and the other 
glass bottles, although there are many requests 
from other enterprises for admittance. 


Another instrument which completes the set 
of measures adopted to promote industrial inte- 
gration is the Central American Agreement on 
Fiscal Incentives to Industrial Development, 
concluded in 1962, which establishes a uniform 
régime for fiscal incentives to industry. The 
Agreement applies to both new industries and 
the expansion of existing industries and estab- 
lishes a scale of graduated exemptions and 
incentives varying in accordance with the type 
of goods produced; industries producing ca- 
pital and intermediate goods, for example, 
receive the highest benefits, and assembly plants 
the lowest. Because of its particular stage of 
development within Central America, Honduras 
receives special treatment under which it can 
grant additional incentives for certain periods. 
Nicaragua is also entitled to similar incentives, 
but for shorter periods. Taking advantage of 
this additional benefit, Honduras requested that 
its large-scale projects for a pulp and paper 
mill at Olancho and an iron and steel plant at 
Morazan should be designated integration in- 
dustries. 

Evidently, while the integration process in 
Central America does have a number of different 
instruments of an institutional character, its 
industrial achievements to date have been some- 
what limited. 


The Latin American Free Trade Association 
(LAFTA) has evolved in another way and has 
also used its instruments differently. While the 
programme for the gradual liberalization of 
trade by means of annual negotiations, the re- 
sults of which appear on the National Schedules 
and the Common Schedule, made rapid progress 
initially, it has now slowed down as the nego- 
tiations have begun to deal with products of 
greater importance. 


As is known, the obligation imposed by the 
Common Schedule is that products included in 
it must be completely and irrevocably freed 
from all duties and charges and other restric- 
tions, although this obligation only becomes 
binding at the end of the twelve-year period 
stipulated in the Treaty, i.e., in 1973. 


Although in the first section of the Common 
Schedule, approved in 1964, agricultural pro- 
ducts (coffee, bananas, cocoa, cotton, etc.) and 
mining products predominate, some industrial 
products of some importance have also been 
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included, for example long-fibre chemical woo 
pulp, which is traded in some volume betweer 
the LAFTA countries. The certainty that thi 
product would circulate freely in the LAFTA 
area from 1973 onwards was probably one of 
the factors prompting Chile, for example, tc 
develop projects for increasing its pulp produc 
tion capacity; although the lowering of tariffs 
for third countries (alteration of the margir 
of preference) in the traditional importing 
countries of the area has caused some difficul 
ties, they are expected to be only temporary. 


Another of the major instruments, in additior 
to the Common and National Schedules, by 
which the Montevideo Treaty aims to achieve 
its objectives is the complementarity agreements 
In the early years of operation of the Treaty 
the prevailing view of such agreements wa: 
that they would basically form, together witl 
the National Schedules, a method whereby pro 
ducts could be included in the Common Sched 
ule, until the Schedule had achieved its purposes 
It was thought that a specific and autonomou: 
programme of liberalization for particulai 
groups of products or lines of industrial pro 
duction would form a suitable additional mech 
anism to speed up the over-all liberalizatioz 
programme. 


The initial régime—resolutions 15 (I) anc 
48 (I1)—established that products coming under 
the complementarity agreement must be in 
cluded in the National Schedules; this auto 
matically meant that all countries benefited fron 
the concessions in the agreement, ie., that the 
effect of concluding such an agreement differec 
very little from the effect of including a produc 
in the National Schedules. 


Two complementarity agreements were signec 
under this régime. The first, concluded in July 
1962, covered statistical and similar machines 
together with parts, accessories and punchec 
cards, and was signed by Argentina, Brazil 
Chile and Uruguay. Under this agreement, im 
port duties were abolished between the LAFTA 
countries but retained for imports from thirc 
countries. The agreement has operated normally 
and trade has steadily increased since it cam« 
into force in 1962; in 1963 imports of sucl 
products totalled almost 360,000 dollars while ir 
1966—the most recent year for which data are 
available—they had grown to over 1.3 millior 
dollars. 


The second agreement covered electronic 
valves for radio and television sets, including 
parts and components, and was signed by Argen 
tina, Brazil, Chile, Mexico and Uruguay. h 


I 


addition to providing for the elimination of 


import duties between the signatory States, the 


agreement includes provisions to harmonize 


duties on imports from third countries. The 


agreement initially excluded certain types of 


valve, on the understanding that they would 
gradually be included over a six-year period. 
_ The list of exceptions has already been revised 
twice. 


Unlike the first agreement, the second con- 
tains provisions designed, not to prevent the 


introduction of restrictions on imports of parts 


_ and components from third countries, but rather 


_ to encourage production i in the LAFTA area by 
establishing certain requirements and at the 
| same time setting up a commission to administer 


the agreement. 


During 1965—the first complete year in which 
the agreement was in force—imports totalled 
1.2 million dollars, and rose to almost 1.7 mil- 
lion in 1966. 


These were the only two agreements which 


were signed during the period of effect of reso- 


lutions 15 (I) and 48 (II), ie. over almost 


four years. 


-Resolution 99 (IV), adopted at the end of 
1964, opened up new prospects for complemen- 
tarity agreements by eliminating the provision 


_ making it obligatory to include products covered 
' by such agreements in the National Schedules 


and by providing that countries not partici- 
_ pating in an agreement would benefit from its 
provisions only if they offered adequate com- 
pensation—this, as will be realized, affects the 
working of the most-favoured-nation clause. 
. The resolution also contained another exception 
to the clause by providing that the relatively 
less developed countries would be eligible un- 


) conditionally for all benefits negotiated in the 


of 


complementarity agreements, irrespective 
whether they were parties to them, 


This new system, which did away with the 


automatic extension of benefits, promoted in- 


creased confidence among countries and enter- 
prises. In 1965, the entrepreneurs attending the 
sectoral meetings, which, together with govern- 
ment efforts and the proposals worked out at 
a different type of entrepreneurial meeting, con- 
stitute the machinery for developing complemen- 
tarity agreements, recommended the conclusion 
of some thirty complementarity agreements lib- 
eralizing more than a thousand items. However, 
the governments only signed two of them, 
both between Brazil and Uruguay, one covering 


household electrical, mechanical and heating 
appliances, and the other covering certain pro- 
ducts of the electronics and electrical communi- 
cation industries. 


After a short transitional period, a number of 
factors led governments to be rather hesitant 
about embarking upon further complementarity 
agreements. One was the fear that resolution 99 
(IV) might lead to a large number of bilateral 
agreements which would distort the concept of 
multilaterality that pervades both the spirit and 
the letter of the Treaty. Another was the con- 
cern that there might be two or more agreements 
on the same product which, if different countries 
were involved, would mean a number of dif- 
ferent requirements with respect to origin, and 
thus run counter to one of LAFTA’s basic 
principles. 


The result was that in 1966, at the sixth 
regular session of the LAFTA Conference, Gov- 
ernments did not negotiate on any of the pro- 
ducts in the proposed agreements, although they 
did implement more than half of the liberali- 
zation recommendations made by the sectoral 
meetings regarding the inclusion of products in 


the National Schedules. 


Starting in late 1966 and continuing through- 
out 1967, however, complementarity agreements 
made a notable comeback, and proposals began 
to be made to transform them into something 
more than mere instruments for more rapid 
tariff liberalization. 


At the end of 1967 the fifth complementarity 
agreement was signed, covering a large sector of 
the chemical industry. This agreement, which 
was also the outcome of the sectoral meetings, 
is of particular importance both because it is the 
first to which all the countries are parties and 
because of the wide range of products which 
have been liberalized irrevocably. 


The sixth agreement—on _petrochemicals— 
signed by Bolivia, Chile, Colombia and Peru in 
July 1968, is of a special nature since it con- 
tains a complete plan for the development of 
those branches of the petrochemical industry 
covered by the agreement through the planning 
of investment, the co-ordination of production 
policies and the location of plant in the various 
countries. It establishes an automatic and ir- 
revocable programme of liberalization, and a 
common external tariff varying in accordance 
with the degree of processing of products. 
These features demonstrate the very special po- 
tential of this kind of agreement as an instru- 
ment for integration or development, in con- 
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trast with the other agreements which merely 
eliminate tariff barriers.** 

In August 1968, Argentina and Uruguay 
signed the seventh complementarity agreement 
covering household goods which is the standard 
type of liberalization agreement with revocable 
concessions. Also at the negotiation stage are 
two agreements developed at sectoral meet- 
ings, one on glass products (Argentina, Brazil, 
Chile, Colombia, Mexico, Peru and Uruguay) 
and one on electronic products for household 
use (all countries). There are also a number 
of draft agreements which are at the stage 
prior to negotiation proper: on products of 
the household refrigerator industry (Argen- 
tina, Brazil and Mexico); on electricity genera- 
tion, transmission and distribution equipment 
(Brazil and Mexico); on canned and preserved 
fruit and vegetables (Argentina, Brazil, Chile, 
Colombia, Mexico, Paraguay and Uruguay): 
on products of the electronics and electrical 
communication industries (Argentina, Brazil 
and Mexico); on valves for industrial use 
(Brazil, Colombia and Mexico); and on the 
plastics industry (Argentina, Chile, Colombia, 
Mexico, Peru and Uruguay). 

Concurrently with these activities in con- 
nexion with complementarity agreements, mainly 
stemming from efforts at the entrepreneurial 
level—five of the seven agreements in force 
and the two under negotiation were initiated 
by entrepreneurs—another approach was devel- 
oped in line with the decisions of the meeting 
of planning and development agencies held at 
Lima in 1963 and the fourth regular session of 
ihe LAFTA Conference (resolution 100 (IV) ). 
This approach was born of the conviction that 
tariff liberalization alone was not enough to 
achieve all the aims of integration. 

The adoption of resolution 100 (IV) was 
the reflection and outcome of this new ap- 
proach, which is to seek and apply measures 
to promote the harmonious economic and social 
development of the member countries through 
gradual expansion of economic complemen- 
tarity. The resolution listed the basic guidelines 
for economic policy and laid down a pro- 
gramme of action based on the requests to the 
LAFTA Standing Executive Committee and 
of the Advisory Commission on Industrial De- 
velopment (CADI) to reactivate existing ma- 
chinery to intensify efforts to promote sectoral 
integration, which should lead to recommenda- 
tions for specific sectoral integration measures. 

This machinery basically comprised the 
CADI study groups which cover four industrial 


32 See footnote 30. 
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sectors: steelmaking, pulp and paper, petro- 
chemicals, and other chemicals. Each study 
group was to propose specific integration for- 
mulas for its respective sector on the basis of 
information and data to be supplied by all the 
LAFTA countries. 

At its third meeting in June 1967, CADI 
considered the progress achieved by each of 
the groups which, in the case of the groups on 
steelmaking and petrochemicals, consisted in 
some proposals which could be considered as 
elements or formulas for integration, and had 
originated not only in the groups themselves 
but also in the LAFTA secretariat, which com- 
piled the proposals in the form of a report. 

Certain subsequent events as, for example, 
delays in the receipt of information from coun- 
iries, made it necessary to postpone the meet- 
ings of CADI, and hence progress in this re- 
spect has been relatively slight. 

The growing number of difficulties encoun- 
tered by the LAFTA integration process led 
some countries in the region to seek a new ap- 
proach through thte formation of subregional 
markets. In September 1967, the countries that 
had signed the Declaration of Bogota, joined 
by Bolivia, approved the bases for the forma- 
tion of an Andean market and agreed to set 
up the Andean Development Corporation which 
will be responsible for directly promoting pro- 
jects of common interest to the countries con- 
cerned and providing them with technical as- 
sistance. 

Independently of these internal regroup- 
ings, progress has also been made in the co- 
ordination of measures with respect to the 
convergence of the Central American Com- 
mon Market and LAFTA, paving the way for 
the negotiation of a general treaty or whatever 
agreements may be required for the creation 
of a Latin American common market. With 
this in view, the LAFTA-CACM Co-ordinating 
Committee, which was set up in June 1967, has 
already begun its work and held its first meet- 
ing in October 1968. 

There are, however, still some countries and 
territories within the region which are not 
part of the integration movements of these 
various organizations. 

Some of them—Barbados, Guyana, Trinidad 
and Tobago and other Caribbean islands—have 
joined together in the Caribbean Free Trade 
Association (CARIFTA), which was formed in 
1965, with a view to gradually liberalizing their 
reciprocal trade. 

As can be seen from what has been said 
above, there are many problems hampering 
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| exemptions from _ taxes 


‘more rapid progress in Latin American integra- 
tion. Chapter IV contains some observations 
| that may be of help in directing the process 
of integration in the years to come. 


(b) The world market and exports of 
manufactures 


The difficulties encountered in placing manu- 


| factures on markets outside—and even inside— 


the region, have necessitated the adoption of 


_ various measures providing incentives which 
at least partly compensate for the comparative 
_ advantages accompanying 


competition from 
the industrialized countries that have tradition- 


k ally dominated those markets. 


The first measures to promote exports of 


| manufactures adopted at the end of the nineteen- 
| fifties were not always effective enough, but 
the experience derived from them has made it 
_ possible gradually to modify or supplement 


them. 


Thus, various countries have provided for 


_ the exemption or refund of duties and taxes 
_ paid on imports of materials, or of other taxes 
levied on production, sales or export earnings. 


In Argentina the drawback system, consist- 
ing in the refund of customs duties and charges 
paid on imports of raw materials and semi- 
processed products, has been in operation since 


1960; the temporary admission of raw materials 
or semi-processed goods was provided for later, 
and a system for the refund of internal taxes 
_ has been in force since 1965. Brazil, too, has 
used the drawback system since 1957, the pro- 
_ cedure of refunding taxes on consumption since 
_ 1964 and taxes on income since 1965, and 
Various exchange and administrative incentives. 
- In Colombia, imports of raw materials and 
equipment for the manufacture of export goods 


have been free of customs duties since 1959— 


| under the Vallejo Plan, which was modified 


in 1964—and taxable net income deriving from 
those exports is exempt from income tax by 


| virtue of Act 81 of 1960 and Decree 1,394 of 


1964. In addition, there are various exchange 


| incentives, priorities for importing equipment, 
| spare parts and raw materials, and provisions 
) for the extension of periods for relinquishing 
‘foreign exchange, etc. In Chile, provisions of 


this kind are more recent. In 1966, under 
Act 16,528, the Government established various 
affecting costs and 
prices, and provided for the refund of other 
taxes. In Mexico, a 1961 presidential decision 
provided for the refund of import taxes and 
a reduction in those levied on trade earnings 
and on income; there are also special subsidies 


for imports of raw materials used in the manu- 
facture of export products. In Peru, the 1959 
Industrial Promotion Act established the re- 
fund of specific and ad valorem duties levied 
on imports of raw materials for processing 
and export, and exemption from the payment 
of export duties. Act 17,044, adopted in 1968, 
maintained these two provisions for a further 
period of fifteen years. 

In some cases, in addition to incentives based 
on tariff and tax provisions, financial instru- 
ments have been created to give more support 
to industrial exports. 


In Argentina, for instance, the Central Bank 
put into effect in 1960 a procedure for the pur- 
chase of medium-term letters of credit for non- 
traditional exports, which was amplified in 
1962. A year later a system was established 
for financing the period covered from the be- 
ginning of the productive process to shipment 
of the export product; in 1965 (circular B.502) 
additional credit support was provided in the 
form of loans for up to 180 days. In Brazil, 
the Banco do Brasil has been operating since 
1962, and through iis Foreign Trade Depart- 
ment (Carteira de Comercio Exterior—CACEX) 
it provides medium- and long-term financing 
for exports of durable consumer and capital 
goods, the Fund for the Democratization of 
Enterprises (Fundo de Democratizacao das Em- 
presas—FUNDECE) began operating in 1964, 
and provides financing during the period of 
manufacture of export goods. In Colombia, the 
Private Investment Fund (Fondo de Inversiones 
Privadas), established in 1963 as a subsidiary 
of the Banco de la Republica, can finance prim- 
ary and processing activities which, among oth- 
er things, facilitates the expansion and diversi- 
fication of exports; this bank is also authorized 
to grant short-term loans in order to promote 
non-traditional exports. In addition, the Export 
Promotion Fund (Fondo de Promocién de 
Exportaciones) was established in 1967 with 
the purpose of diversifying exports, strengthen- 
ing the balance of payments and stepping up 
the volume of trade. In 1966 Chile established 
two credit lines—which operated through the 
Export Development Department of the Central 
Bank—to facilitate exports of various products, 
mainly manufactures. One of the credit lines is 
intended to finance pre-embarkation costs and 
the other to finance marketing abroad, the 
maximum terms being six months and two and 
a half years, respectively. In Mexico, the Fund 
for the Promotion of Exports of Manufactures 
(Fondo para el Fomento de las Exportaciones 
de Productos Manufacturados) was established 
in 1964 as a subsidiary of the Banco de México, 
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with the proceeds of an additional ad valorem 
tax of 10 per cent levied on imports of luxury 
goods. The Fund’s financial programme per- 
mits it to rediscount export documents, extend 
guarantees and compensate the cost of external 
bank guarantees. Peru’s Act 17,044 of 1968 
provides that public institutions must grant 
credit for exports of manufactures on the same 
terms as those in force in other LAFTA coun- 
tries. Moreover, the functions of promoting 
and financing such exports have been assigned 
to the Banco Industrial, through its Foreign 
Trade Division, which also acts as the technical 
secretariat for the industrial affairs of the Na- 
tional Trade and Integration Committee (Co- 


misién Nacional de Comercio e Integraci6n). - 


The Venezuelan Development Corporation has 
had two programmes in force since 1964, under 
which producers are provided with raw mate- 
rials for their exports and six months’ credit is 
extended to foreign buyers. 


By way of supplementing the systems of 
credit financing, some countries have established 
special credit insurance systems which gener- 
ally cover trade and political risks. The opera- 
tions of the Fund for the Promotion of Exports 
of Manufactures in Mexico include the provi- 
sion of guarantees covering up to five years’ 
credit to the exporter or to the national institu- 
tion that is financing him. In Brazil, export 
credit insurance was instituted in 1965 and 
operates through a consortium comprising the 
Banco Nacional de Desenvolvimento Econé- 
mico, the Reinsurance Institute (Instituto de 
Resseguros) and private insurance companies. 
In Chile, export credit insurance is governed 
by the regulations laid down in Legislative 
Decree No. 3 of 1967, and in Argentina a sys- 
tem of insurance against exceptional risks was 
established in August 1967 to supplement and 
improve the existing forms of guarantee. 


Lastly, as an additional method of stimulating 
the sale of manufactured products abroad, some 
countries have launched information _ pro- 
grammes and established direct contact with 
potential markets. The Foreign Trade Infor- 
mation Centre (Centro de Informacién sobre 
Comercio Exterior) in Mexico, which provides 
data on external markets, demand for products, 
etc., the Venezuelan External Trade Informa- 
tion Centres (Centros de Informacién Comer- 
cial en el Exterior), the Export Promotion Of- 
fice (Oficina de Promocién de Exportaciones) 
in El Salvador, and the tours of the LAFTA 
countries by Brazil’s National Association of 
Exporters of Industrial Products testify to the 
growing interest in strengthening contacts with 
other countries. Similar efforts are being made 
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by the Ecuadorian Trade Organization for Ar- 
tisan Products (Organizacién Comercial Ecua- 
toriana de Productos Artesanales), although 
they are more limited in scope. 


The measures taken by each individual coun- 
try, which have differing characteristics and 
effects, are being gradually focused on targets 
of regional interest through LAFTA and CACM, 
which are studying ways of co-ordinating them. 
IDB has been providing technical and financial 
assistance for strengthening trade between coun- 
tries. The programme for refinancing medium- 
term credit for intra-regional exports of cap- 
ital goods, which was launched in 1964, has 
produced excellent results. 


Although thanks to all these measures there 
has been an increase in exports of manufac- 
tures during the last few years, the most im- 
portant items because of their high degree of 
processing, such as those produced in the metal- 
transforming sector, have mostly remained 
within the narrow confines of the region and 
few have ever reached the world markets. 


The only result of the additional steps taken 
in conjunction with other developing countries 
at the two sessions of UNCTAD to bring the 
developed countries to agree to the preferential 
or free entry into their markets of manufac- 
tures and semi-manufactures from developing 
countries, under a widespread non-reciprocal 
and non-discriminatory system, has been the 
establishment of a Special Committee on Pref- 
erences,*> which is to prepare a report for 
consideration by the Trade and Development 
Board in 1969. Although the attitude of the 
industrialized countries, which has prevented 
more favourable results, is a difficult obstacle 
to surmount, there is no doubt that the greatest 
efforts that must be made are connected with 
the internal transformation of Latin American 
industry. 

If, as has been stated several times in this 
study, the expansion of Latin America’s share 
of world trade in manufactures is essential for 
its future development, every possible measure 
must be taken to place the goods produced in 
the region on a more competitive footing. This 
means that high levels of quality, productivity 
and efficiency must be attained both in pro- 
ducer establishments and in financing mecha- 
nisms and administrative instruments. 

Further, if a substantial and sustained in- 
crease is to be obtained in exports of manu- 
factures to the rest of the world, it cannot be 


33 See resolution 21 (II) in the report on the second 
session of the United Nations Conference on Trade and 
Development (TD/L.37) (April 1968). 


| based only on a few efficient major enterprises. 
Such concerns can initiate the process of open- 
‘ing up markets, but in order to maintain and 
expand those markets the process of industrial 
modernization must gradually be extended to 


ELEMENTS OF AN 


\ 1. PoLictEs FOR THE PROMOTION OF INDUSTRY, 
THE MODERNIZATION OF TECHNIQUES AND 
THE STRENGTHENING OF LATIN AMERICA’S 
ENTREPRENEURIAL CAPACITY 


_ As indicated in chapter II, the promotion of 
) industry has been based mainly on tariff pro- 
) tection, which has given rise to many difficul- 
| ties, resulting in distortions in the distribution 
of investment by sectors and in exorbitant costs. 
_ Other instruments of various kinds have been 
used for the same purpose, but for one reason 
' or another they have not always been as suc- 
cessful as was expected. The reorientation of 
olicies and the redefinition of the instruments 
that seem to be required in this field should 
| take into account, inter alia, the following ques- 
tions: 

(a) For the reasons given earlier, it is neces- 
sary to find some way of reducing or, where 
possible, eliminating the existing instability in 
the types and levels of protection applied to 
industry in each country in relation to both 
manufactured products and the imported inputs 
'used. This instability is due to the fact that 
the various instruments for controlling foreign 
trade are used to attain the objectives involved 
‘in stabilizing the balance of payments, which 
are completely unrelated to any industrial de- 
velopment strategy. To deal with external pay- 
“ments problems, more recourse must be had 
to monetary and fiscal measures and more 
} stress laid on the achievement of greater 
internal monetary stability. On the success of 
that initial basic objective largely depend the 
practical possibilities of achieving continuity 
/in the development of industry, particularly if 
the aim is to improve its efficiency and tech- 
niques. 

(b) As a supplementary measure, tariff pro- 
tection must be restructured and gradually re- 
duced, and at the same time co-ordinated with 
other promotion instruments (credit, fiscal ex- 
emptions, the planned creation of external econ- 
omies, etc.) which can be more easily applied 
on a selective basis and which do not contribute 
| directly or indirectly to raising production 


all strata of manufacturing. This in turn will 
require a far-reaching reform of the outdated 
structures in other sectors which limit the 
possibilities of expanding domestic markets 
for industrial products. 


CuaptTer IV 


INDUSTRIAL DEVELOPMENT STRATEGY 


costs, as tends to happen when external com- 
petition is eliminated. It seems essential that 
the instruments used in implementing indus- 
trial promotion policy should be carefully se- 
lected in order to ensure the efficient allocation 
of investment. 


(c) In some cases, tariff protection may con- 
tinue to be required on an appreciable scale 
during a fairly long period, but it should be 
defined and applied on a temporary basis until 
the new industry can surmount the obstacles 
encountered in starting production instead of 
becoming a permanent measure, as it is today. 
It would be best, in this respect, if the protec- 
tion afforded by the customs tariff and other 
foreign trade controls were brought into line 
with clear-cut industrial objectives of a sectoral 
character. “This could be achieved either by 
making protectionist policy subject to sectoral 
development norms, embodied in an over-all 
development programme, or by adopting devel- 
opment programmes for specific categories of 
industries, by virtue of which import tariffs 
for both the equipment and the final products 
of those industries, and other development 
measures (credit, fiscal exemptions, etc.) would 
be administered in accordance with a uniform 
economic approach. 


In practice, sectoral programming of indus- 
try has been a procedure used with some fre- 
quency by some Latin American countries, 
although it has important limitations. First, 
while sectoral programming provides for total 
or partial exemption from the customs duties 
applied, it does not generally cover the estab- 
lishment of “normal” levels for those duties. 
Secondly, due account is seldom taken of the 
questions of compatibility and consistency be- 
tween the different branches of industry, or be- 
tween manufacturing industry and other sectors 
of activity or factors of production, e.g., labour 
(skilled and semi-skilled manpower) and credit, 
according to the requirements of industrial de- 
velopment. 

Another major problem which arises in prac- 
tice when the customs tariff is used as part of 
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a set of sectoral promotion measures is that, in 
some cases, the customs tariff is established in 
such a way as to take into account both the 
industry which produces or is going to produce 
the equipment, and the branch of industry 
that uses the equipment as an input for its 
own production and which may be affected 
by the protection extended to the former. 


(d) Another important step in reformulating 
industrial promotion policies with a view to 
greater efficiency would be the establishment of 
a systematic policy for the creation of external 
economies for productive investment, on the 
basis of complementary action in the field of 
public and private investment. As noted earlier, 
the lack of such complementarity—and in some 
cases the almost complete absence of co-ordina- 
tion—has considerably weakened the position 
of the Latin American enterprise vis-a-vis its 
foreign competitors. To achieve such comple- 
mentarity, improvements must be made in the 
administrative methods of planning and carry- 
ing out public investment—in roads, the power 
and water supplies, transport and communica- 
tions, etc.—and planning procedures must take 
into account both public and private invest- 
ment, at a sufficiently low level of aggregation, 
although the latter would be included only on 
an indicative basis. 


Another consequence of efficient program- 
ming in the public sector would be the opening 
up of better market possibilities—and prospects 
of market stability—to local producers of the 
basic industrial equipment used by the public 
sector or by sectors of activity which in one 
way or another depend heavily on public financ- 
ing, such as energy, transport, etc. 


Equally important for improving the effi- 
ciency of productive investment and expanding 
it in the light of the comparative advantages 
of each country is the systematic study and 
evaluation of natural resources. This calls for 
more efficient public institutions with greater 
financial resources, whose action would be con- 
sistent with planning goals and priorities. The 
study of natural resources should normally be 
carried out by the public authorities, but a 
flexible dynamic policy in this respect should 
also allow advantages to be taken of the prac- 
tical knowledge of enterprises engaged in ex- 
ploiting those resources, through appropriate 
methods of public co-operation and financing. 


In short, a policy designed to create external 
economies for productive investment would find 
a particularly fruitful sphere of application in 
each country’s regional development pro- 
grammes. These programmes are generally in- 
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tended almost exclusively to promote publi 
investment, as in the case of providing infra 
structure for transport, communications an 
energy, or to promote private investment it 
cases where they provide powerful fiscal incen 
tives in order to channel private capital int 
certain regions. It would be best, however, tc 
combine investment in infrastructure with pro 
ductive investment on a well-balanced basi: 
through sufficiently detailed programming. 


(e) With the partial replacement of tarif 
protection as an instrument of industrial pro 
motion by other measures which may be easie 
to apply on_a_selective basis, the forms of in 
dustrial credit offered would also have to bi 
further diversified to meet the requirements © 
increasingly complex industrial structures. Thi 
new forms of industrial credit that should be 
established in the region (or expanded anc 
reinforced in the few countries that have al 
ready instituted them) are mainly medium-tern 
credit for exports (including medium-tern 
credit for production prior to exportation) 
internal financing of sales of machinery an¢ 
equipment, supervised credit for small-scale in 
dustry, and the financing of feasibility studie: 
and analyses. 


This last type of credit constitutes a de 
parture from the usual credit measures, sinc 
the financing of feasibility analyses require: 
a joint system of credit and donations or non 
recoverable contributions, according to the 
circumstances in each case. The existence 0: 
institutional machinery for promoting and ever 
supporting the systematic carrying out of fea 
sibility studies for the establishment of nev 
industrial activities with the necessary technica 
capacity and financial resources is of outstand 
ing importance at the present stage of Latir 
American industrialization where the aim is tc 
replace reservation of the market as an instru 
ment of indiscriminate promotion by deliberate 
selective and planned promotion. 


(f) Lastly, it is also important for a more 
rational industrial promotion policy that a well 
defined sectoral approach should be adopted tc 
foreign investment policy in this connexion 
That would involve not only admitting foreigr 
capital provided it fitted into the context ot 
clearly defined sectoral promotion programmes 
but also applying the advantages and incentive: 
established for developing the sectors con. 
cerned. Another question which is more dif. 
ficult to bring into line with the broadly 
applicable rules, in view of the peculiar circum 
stances existing in each country and in each 
sector of industry, would be the acceptance 


_ by foreign investors of certain arrangements 
for association with local enterprises. The feasi- 
| bility and effectiveness of this association are 
dependent upon the degree to which it has been 
possible to strengthen the Latin American en- 
_terprise; there are also certain factors deriving 
_ from the prevailing world market situation in 
relation to the activities in question which can- 
_ not but influence the feasibility of such an as- 
sociation. 


The industrial promotion policies applied 
thus far in Latin America have almost com- 
pletely neglected the qualitative aspect of 
industrialization, particularly relating to tech- 
nology and other factors of concern to indus- 
trial enterprises, such as plant size, which has 
great influence on efficiency and productivity 
levels and the ability to compete. It is impera- 
tive to introduce progressively into Latin 
America’s industrial policies certain provisions 
relating to technology, with a view to encour- 
aging the modernization of industrial activi- 
ties and the adoption of production processes 
and equipment that are in keeping with Latin 
American conditions as regards plant size, type 
‘of raw materials and other resources, wages 
and cost of capital, etc. This could also be done 
through specific technological provisions. 


A first step towards a policy of technological 
modernization would be the adoption of provi- 
_ sions designed to promote competition, as an 
instrument for achieving technical progress and 
_ reducing production costs. Such a policy should 
comprise three complementary types of mea- 
sures: (a) first, regulations would have to be 
_ laid down for restricting the power of enterprises 
_to reach agreement among themselves with a 
‘view to manipulating prices and establishing 
price levels; (6) similarly, limits should be set 
on the proliferation of enterprises in one sector 
of activity, with due regard for the maintenance 
of competitive conditions in the market. With 
the same end in view, the system of authorizing 
| new activities should be so regulated as to 
Increase competition instead of diminishing it, 
as tends to happen in Latin America; and (c) a 
_ policy of moderation and progressive reduction 

in customs protection should be adopted in or- 
| der to stimulate competition. 


_ There are many complex practical problems 
involved in the definition and implementation 
of a technological modernization policy and 
this preliminary study is not the place to go 
‘into them. It must be stressed, however, that 
| some of those problems are the result of the 
small size of the domestic markets for certain 
products and the excessively large economic 


size of plants in relation to those markets, 
which brings the objective of competition into 
conflict with that of achieving maximum scales 
of production. Each case would therefore have 
to be considered separately, in the light of the 
sector’s technology, the relationship between 
the market and economic plant size, etc., sacri- 
ficing one objective or the other according to 
the circumstances of the case and the order of 
priority for economic policy objectives in each 
country. 


It should also be considered that technical 
progress does not always depend in the same 
degree on the existence of competition. Compe- 
tition, as a means of defending or strengthening 
a given relative position in the market, is a 
powerful engine of technical progress in certain 
activities, but it can be replaced by other mo- 
tive forces in activities more closely linked to 
the public sector. 

Another instrument of technological modern- 
ization would consist in encouraging the merg- 
ing of enterprises in the same sector of activity 
and the concentration of economic plant sizes 
as a means of promoting production units with 
a larger financial capacity that would be able 
to face investment with longer maturity periods, 
which is normally the type of investment with 
a high technological content. This method 
would also enable such enterprises to maintain 
technical departments capable of adapting tech- 
niques and designing processes and products, 
and of developing costly programmes of ap- 
plied technological research over an equally 
long period and subject to a high risk. Larger 
scales of production—which may or may not 
require a high degree of concentration, depend- 
ing on the size of the market for the industry 
concerned—not only help to make these enter- 
prises more financially sound, but also re- 
inforce their solvency through the levels of 
investment and operational costs they permit. 
The public authorities have different instru- 
ments for influencing the degree of concentra- 
tion of enterprises in specific sectors of in- 
dustry. In this respect, it is worth mentioning 
the experience of the following countries, which 
differs in the methods used but is similar in 
regard to aims: in the United Kingdom, a 
specialized agency administers credit and tech- 
nical assistance with the purpose of encourag- 
ing the reorganization and merging of enter- 
prises; France also uses credit as an instrument 
for merging and reorganizing enterprises, 
through special procedures which are usually 
administered by the Ministries of Finance and 
Industry; and in Spain, the existing system 
covering compulsory licences for new activities 
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has led to the establishment of minimum scales 
of operation for the manufacture of industrial 
products with greater economies of scale. Credit 
is a powerful instrument for promoting the in- 
ternal reorganization and modernization of en- 
terprises, even independently of the desire to 
obtain larger scales of production; in this con- 
text Latin America’s traditional industries offer 
vast possibilities for the implementation of pro- 
grammes of supervised credit or of financing 
combined with technical assistance. 


There is, of course, the problem of making 
the policies favouring the concentration of en- 
terprises compatible with those mentioned above 
in connexion with safeguarding competition. In 
the majority of cases, compatibility between 
those two objectives is obtained, in practice, 
by the selective application of each of those 
objectives at a sectoral level. In other cases, 
the general economic policy approach may re- 
quire one of the objectives to be imposed with- 
out prejudice to the other and without taking 
the sectors of industry into account. 


Another group of policies is aimed at en- 
couraging the transfer of technical know-how 
trom abroad, both by means of licensing agree- 
ments between enterprises and through pro- 
grammes for training manpower in other coun- 
tries, exchanging scientific and_ technological 
information, etc., which are organized or spon- 
sored by various public agencies. As regards 
agreements between enterprises, the most pow- 
erful incentive would appear to be of a fiscal 
nature, consisting in granting enterprises more 
favourable treatment in relation to income and 
other taxes connected with their expenditure 
en acquiring technical know-how from abroad, 
and also fairly liberal exchange treatment in 
that connexion in countries where foreign ex- 
change is controlled. 


The main difficulties likely to arise from the 
practical application of this type of policy re- 
late, first, to the tendency of enterprises in new 
industrial settings to suffer from a certain tech- 
nological inertia which causes them to resort 
easily to agreements with other countries in 
order to obtain technical know-how for their 
operations. This tendency is fostered in some 
cases by over-liberal fiscal and foreign exchange 
treatment. Secondly, it is difficult to define 
technical know-how accurately, so as to avoid 
extending the same fiscal and exchange ad- 
vantages in the case of licensing agreements 
covering essentially commercial brands and 
patents of no great technological value. This is 
not always an easy distinction to make in prac- 
tice and it calls for a delicate process of se- 
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lection which must be made by duly competent 
institutions. 


The development of national technological 
research with the purpose of making better 
use of local resources, both natural and ac- 
quired, and of adapting foreign techniques 
more satisfactorily is another industrial policy 
aim of vital importance in reshaping Latin 
America’s economic and social development. In 
addition to all the government promotion mea- 
sures and incentives required in this field, it is 
imperative to establish provisions for improv- 
ing the financing of such research activities. 
The many fiscal and financial measures that 
might be adopted to that end include two which 


~may be of particular practical importance in 


spurring on industrial development. The first 
consists in the systematic exemption from taxes 
on expenditure that may be incurred by enter- 
prises under the head of applied technological 
research, whether this is carried on by the 
enterprise itself or by duly recognized public or 
private institutes. The second important measure 
would be to regulate a system of partial subsi- 
dies extended by the public authorities for 
research designed to develop new products and 
processes, and also for research on adapting 
technical know-how from abroad, which is car- 
ried on and partly financed by the enterprises 
themselves. A similar system, but with variable 
operating mechanisms, is used in virtually all 
industrialized countries, even those where indus- 
trial development is a comparatively recent 
process, such as Canada, Japan, Australia, ete. 

The structure and operational methods of 
enterprises largely reflect a country’s over-all 
economic policy and the framework created by 
that policy. In the strengthening of entrepre- 
neurial capacity, more than in other questions 
referred to in this chapter, there is a consider- 
able degree of interdependence between the 
various over-all economic policies and guide- 
lines, which makes it very difficult to formulate 
specific measures. Latin America’s entrepre- 
neurial capacity will slowly be strengthened as 
over-all economic policies are gradually ration- 
alized and as the slow progress being made in 
economic development creates, through higher 
levels of education, skills that are more in line 
with the requirements of a modern industrial- 
ized society and provides a clearer understand- 
ing of the machinery and expedients on which 
such a society is based. 


There are, however, some specific industrial 
policy issues which are worth while taking 
into account in order to speed up the proposed 
evolution. 


(a) First, it may be useful to analyse the 
_ possible role of fiscal incentives in opening up 
‘family enterprises, since experience indicates 
' that these enterprises offer more resistance to 
| growth and technological modernization. 


(b) The success of measures for the modern- 
ization of ownership and management struc- 
tures of enterprises will, however, depend upon 
| the existence of capital markets, access to which 
will open up a new source of financing for 
enterprises and favour the incorporation of 
more professional entrepreneurs and adminis- 
trators. An adequate structure for capital mar- 
kets is therefore another vital factor in strength- 
ening the Latin American enterprise, but this 
objective can never be attained without first 
reformulating the existing monetary and tax 
policies and instruments. 


(c) Another possible means of achieving the 
above objective is to find new legal formulas 
that will permit the co-operative association of 
national enterprises engaged in the same branch 
of activity for purposes of research, market 
surveys, the supply of raw materials, etc. by 
means of fiscal incentives and perhaps also of 
| some direct assistance in the form of credit or 

subsidies. This policy is already being applied 
in some of the more industrialized Latin Amer- 
ican countries and in developing countries in 
other parts of the world. 

(d) As foreign know-how will continue to be 
essential for the development of Latin Amer- 
ican industry, policies should be framed to en- 
courage agreements with countries outside the 


- region, while endeavouring to avoid the nega- 


tive effects resulting from the technological 
inertia that characterizes incipient industrial 
settings such as those found in Latin America. 


(e) In relation with foreign capital and enter- 
prises, it is also necessary to explore new forms 
of association that will offset the relative finan- 
cial and technological weakness of Latin Amer- 
ican enterprises but will not be restrictive or 
repressive, or detract from the dynamic force 
of the joint enterprises concerned. 


2. REGIONAL INTEGRATION POLICY 


The central objective of an industrial devel- 
opment strategy should be to bring about a 
substantial improvement in the competitive 
power of Latin American industry so that it 
can fulfil its role as the motive force of over- 
all economic development. In other words, a 
profound change must be made in the nature 
of the industrialization process so that industry 
may have larger markets, make the best pos- 


sible use of its comparative advantage and tech- 
nological progress and maintain an increasing 
flow of trade both with the other associated 
developing countries and with the developed 
nations. Hence, systems of industrial integra- 
tion and the promotion of exports to world 
markets are two facets of a single strategy. 


The Declaration of the Presidents of Amer- 
ica deals in fact with both these aspects. The 
Action Programme designed to create a common 
market includes among its measures the pro- 
motion of “the conclusion of sectoral agree- 
ments for industrial complementation, endeay- 
oring to obtain the participation of the coun- 
tries of relatively less economic development’’** 
and the adoption of measures “to improve in- 
ternational trade conditions’’®> based on systems 
of general preferential treatment for exports 
and the adoption of measures to make Latin 
American export products more competitive in 
world markets. 

On the basis of these guidelines, this section 
offers some suggestions for the redirection of 
industrial integration and the promotion of ex- 
ports of manufactures, bearing in mind the gen- 
eral observation made above that these are both 
aspects of a single policy aimed at making better 
use of comparative advantages, creating the 
ability to compete and introducing technological 
progress. 

While trade liberalization has proved to 
be valuable in that it generates a certain amount 
of trade and encourages the expansion or estab- 
lishment of industry, it is not enough in itself 
to bring about industrial integration in Latin 
America. 

Generally speaking it may be expected that 
during the nineteen-seventies a system of auto- 
matic liberalization applying to all products will 
come into operation and that some kind of 
eradual tariff harmonization, aimed at achieving 
a common external tariff, will also probably be 
in its initial stages. 

Within this context, agreements covering large 
sectors or branches of industry could be the 
main instrument for the promotion of industrial 
integration. Such agreements would lay down 
the ways and means for tariff liberalization and 
harmonization, together with complementary de- 
velopment or development promotion measures. 


They would cover the whole range of goods 
produced in a particular sector or branch of 


34 See Meeting of American Chiefs of State, Punta 
del Este, Uruguay (12-14 April, 1967) (OAS Official 
Records, OEA/Ser.C/1X.1), p. 63. 

35 Ibid., p. 69. 


industry and would contain provisions under 
which tariffs for the goods concerned would be 
liberalized more rapidly up to a point below 
the over-all tariff ceiling, if it were decided— 
as would seem advisable—that general tariffs 
would not be lowered to zero, so that the re- 
sidual tariff would act as a kind of buffer to 
palliate the differences in costs and in the ability 
to compete that would exist during the initial 
stages. 


The agreements would also contain provisions 
to speed up the harmonization of tariffs in re- 
spect of third countries. In addition to these 
provisions on tariffs, they would contain other 
provisions covering the investment and_tech- 
nical assistance which would be required as a 
basic complement, and in some cases prepara- 
tory, to the adoption of tariff liberalization 
commitments. 


The main purpose of such provisions covering 
investment and technical assistance, on which 
the scope of the development of the sector de- 
pends, would be to facilitate the negotiation of 
sectoral agreements by countries, on the under- 
standing that ways and means would be avail- 
able to enable them to improve their ability to 
compete to a significant extent. 


A sectoral complementarity agreement of this 
kind might, therefore, include the following 
points: 


(a) An indicative regional development pro- 
gramme, presenting the future development 
prospects of the sector, projected demand, re- 
sources available in the region, the countries 
likely to have difficulties in competing and a 
diagnosis of the situation. 


(6) A tariff liberalization programme for the 
sector, stipulating the rate—more rapid than 
the over-all rate—and the measures of special 
tariff reductions and tariff harmonization, to- 
gether with exceptions, special régimes, escape 
clauses and subregional provisions, in keeping 
with the characteristics of the sector and the 
regional development objectives of the indica- 
tive programme. 


(c) A programme of investment and tech- 
nical assistance, designed both to strengthen the 
countries’ ability to compete and to speed up 
the growth of industry at the regional level in 
line with the objectives of the indicative pro- 
gramme, 


(d) A set of provisions to harmonize régimes 
governing fiscal incentives, exchange regula- 
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tions, social security, foreign capital, etc., in 
accordance with the rate and type of tariff liber- 
alization agreed upon by the signatory countries 
for the sector and with the individual features 
of the industry concerned. 


It should be pointed out that the programming 
features to be included in this kind of agree- 
ment would not only be designed to correct the 
existing situation but would also be forward- 
looking in nature so that enterprises could take 
advantage of the opportunities of an expanded 
market. They would, for example, range from 
assistance in connexion with productivity, tech- 


nological improvements and surveys of domestic © 


markets to assistance in merging or reconverting 
enterprises and even for new enterprises estab- 
lished to take advantage of the benefits of inte- 
gration. 


The latter point is of particular interest for 
the economically relatively less developed coun- 
tries which might thus be able to reap very valu- 
able benefits. Clearly, some main guidelines 
would have to be agreed upon which would de- 
fine the particular cases to which such action 
should apply. 


One would normally expect that a reorganiza- 
tion of this kind, as a basic component of an 
investment programme aimed either at speeding 
up the development of industry in the region as 
a whole or at moving it in particular directions, 
would occur to the degree that the factors deter- 
mining a given situation, in which countries 
cannot compete with the essential minimum 
chance of success, are circumstantial in nature. 


Having given a general outline of these sec- 
toral complementarity agreements, which are 
viewed as the most suitable instrument to begin 
full-fledged industrial integration, it may now 
be useful to add some suggestions. 


It must be asked, first of all, which industries 
or sectors these agreements should cover. The 
prevailing view that they should be limited to 
new or dynamic sectors does not seem appro- 
priate. 


For various reasons it would seem advisable 
to include the traditional industries in such 
formulas for integration. The first reason, which 
is of a general and quantitative nature, is that 
the exclusion of such industries would not be 
a positive step towards integration of the kind 
desired, i.e. integration that would have a deci- 
sive influence on the economic development of 
the countries of the region, particularly in view 
of the fact that the proportion of investment in 
new industries is relatively low compared with 


that in traditional industries. Hence, it is pro- 


posed that integration should not be limited to 


| new industries, although this approach may be 


of some value in the adoption of different for- 
mulas and methods. 

Another reason is connected with exports of 
manufactures to the world market. Without 
ignoring the potential of the dynamic industries 
(generally producing intermediate and highly 
processed or complex goods), it is certain that 


the prospects, in the immediate future at least, 


of gaining access to the markets of the indus- 
trialized countries through the channels opened 
up by UNCTAD lie with the goods produced 
by the traditional industries, or those industries 
which are firmly established (textiles, made-up 
textile goods, food-stuffs, etc.). However, these 
industries will not find competition easy on the 
world market and therefore the kind of reorgan- 
ization or reorientation advocated here, com- 
bined with participation in a scheme of regional 
integration, is virtually essential. Admittedly, 
this does not mean that there is no order of 
priorities for beginning work and studies on 
these agreements. 


As noted above, a number of studies have 
already been undertaken on the various sectors 
dealt with by CADI and its study groups, for 
example, steelmaking, petrochemicals, fertilizers, 
and pulp and paper. Moreover, ECLA has com- 
pleted studies on other branches, such as the 
aluminium, sodium alkalis and motor-vehicle in- 
dustries, which provide abundant material on 
the basis of which the LAFTA bodies respon- 
sible for seeking formulas for integration can 
begin their work. 


A reasonable method of laying the ground- 
work for the sectoral complementarity agree- 
ments might be to begin with the sectors in 
which some progress has already been made in 
LAFTA, or on which basic studies have been 
prepared.3* 


With regard to the traditional industries, 
which, as already stated, have considerable po- 
tential in terms of exports to the world market, 
special attention should be given to the pos- 


86 Recent surveys of the industrial development pro- 
grammes of various countries in the region show that 
the average amount of investment, in new industries by 
country, is 20 per cent, while the remaining 80 per cent 
goes to existing industry. 

37In this respect it should be noted that the CADI 
study groups have received the reports prepared by 
ECLA on-each of these sectors, and that ECLA has 
also made available to LAFTA reports and studies on 
other industrial sectors or branches on which work 
might begin. 


sibility of developing a sectoral agreement to 
cover the food canning and preserving industry. 
The fact that some progress has already been 
made in talks between entrepreneurs, and that 
the prospects for increased access to the world 
market are very encouraging, make the pos- 
sibility of co-operation in this field between the 
countries of the region of particular signifi- 
cance. 


Hence, the key component of these elements 
of strategy will be the investment and technical 
assistance programme, which will parallel, or 
in many cases precede, the tariff liberalization 
programme, 


These indicative programmes for sectoral de- 
velopment would be essentially a complement to 
national investment programmes in particular 
branches of industry. Their main objective, as 
stated earlier, would not merely be to rectify 
deficiencies so as to ensure that competition 
within the region gradually becomes free and 
widespread, but also to speed up the develop- 
ment of the sector until it exceeds the combined 
potential of the individual countries. 

Sectoral investment programmes would in- 
clude an analysis of development trends in the 
countries of the region and an identification of 
the weak points and deficiencies of particular 
branches -of industry, and would provide a 
standard against which the trends of trade and 
of the location of industry could be judged 
and evaluated. 

This would then give an idea of the invest- 
ment required to meet the growth of demand, 
and also of the investment and technical assis- 
tance expenditure needed to overcome the recti- 
fiable weaknesses or deficiencies, i.e., following 
the principles expressed above, those that were 
not simply the result of a lack of basic ability 
or resources. 

Studies would show the amount of financial 
and technical assistance needed to place indus- 
tries on an equal footing to meet regional com- 
petition; responsibility for such assistance would 
be collective and require close co-operation be- 
tween the countries. This would not mean, how- 
ever, that there would be any centralization of 
decisions on investment and the location of in- 
dustry which are at present the province of each 
individual country. The development of the in- 
dustrial sector would continue to be a national 
responsibility, in both the public and the private 
sector, in accordance with the organizational 
structure of each country, since a joint approach 
to the investment required to develop a branch 
of industry for which a sectoral agreement has 


73 


been prepared and negotiated would not neces- 
sarily involve the collective responsibility of the 
member countries, nor would it mean that deci- 
sions about the use of the main investments or 
about the location of particular industrial activ- 
ities would be centralized. On the other hand, 
it would be necessary to co-ordinate such deci- 
sions at the regional level, and this could be 
done through negotiations among the partici- 
pating countries with a view to administering 
a programme of indirect industrial promotion 
on the basis of fiscal incentives and credits, with 
the accent on regional specialization. The incen- 
tives would be designed to speed up the devel- 
opment of industry in certain key areas with a 
view to distributing the opportunities for re- 
gional integration evenly throughout the region, 
and this distribution would be negotiated in 
advance among the parties, 


In brief, the introduction of this element of 
financial and technical assistance, which com- 
bines negotiation with the financing of indus- 
trial integration, would make. instruments or 
means available to countries to enable them to 
overcome or reduce the natural attitude of re- 
sistance to integration. This attitude stems from 
a fear of competition for which enterprises are 
ill-prepared, or, in some cases, from simple 
ignorance of the consequences of decisions of 
this kind. With the ideas proposed, it would 
be possible to hold negotiations and take deci- 
sions on a knowledgeable basis, and also to 
accompany such decisions with safeguards to 
ensure that the situation in each country is com- 
patible with an optimum level of benefits 
throughout the region and thus reduce sacrifices 
to the minimum. Obviously, this kind of ar- 
rangement is incompatible with autarkic policies 
or objectives, since the principles of regional 
specialization are in no sense abandoned; in- 
stead they are upheld through competition on 
a more or less equal footing. 


With respect to institutional instruments, it 
is possible that the regional and extra-regional 
funds required®* might be collected and gen- 
erally administered by existing bodies like IDB. 
Both financial and technical assistance would be 
channelled through official organs in each coun- 
try; with regard to the position of the eco- 
nomically relatively less developed countries in 
the distribution of funds, there would be two 
alternatives: either such countries would receive 
a proportionally larger share of the assistance 


38 At the Meeting of American Chiefs of State, held 
at Punta del Este, Uruguay, on 12-14 April 1967, the 
Government of the United States made an offer of funds. 
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available, or they would receive their share on 
more advantageous credit terms. 


The preceding chapter referred to the prob- 
lems that arise when trying to strike a balance 
between the benefits of participants in order to 
achieve significant progress in industrial inte- 
gration. To find this balance it will be necessary 
to use some method of measuring or quantifying 
such variables as contributing to the gross pro- 
duct, increment in net exports, etc. If this kind 
of balance is sought in each sectoral agree- 
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ment it would probably lead to almost insuper- | 


able problems, not only because of the intrinsic 


often very hard to quantify, for example the 
creation of external economies—and comple- 
menting them for the development of other in- 
dustries—chain reactions, etc., but also because 
it may happen that the benefits in a particular 
sectoral agreement cannot be balanced out 
evenly. 


Therefore, it would seem that regular rounds 
of negotiations for sectoral agreements relating 
to a number of industries are essential in order 
to achieve a proper balance of benefits. 


3. PoLIcy GOVERNING EXPORTS OF MANUFACTURES 
TO THE WORLD MARKET 


Several of the countries of the region have 
made great strides towards the constitution of a 
system of incentives that would enable exporters 
to launch out successfully for the world market. 
This hitherto incipient trend towards exports of 
manufactures is thus being duly regulated and 
will have a favourable impact on Latin Amer- 
ican industrial development, far transcending 
the role of mechanism compensating for in- 
ternal depressions which in some cases and to 
a varying degree it had been required to play 
in the past. 

This will therefore be an additional means 
of reorienting industrial development and, among 
other advantages, it will introduce the dynamic 
element of international trade into a milieu in 
which competition has formerly played a very 
small part. 

A first line of action would be to demonstrate 
the need for all countries of the region to adopt 
a consistent export promotion system, com- 
pleting the existing machinery or establishing 
the new mechanisms required. 


To begin with, each Latin American country 
should have a national export development in- 
stitution, and where they already exist steps 
should be taken to improve them. This does not 


ry, 


difficulty of evaluating phenomena which are 


mean that such institutions must be established 
along rigid lines; obviously, due allowance has 
to be made for the widely varying circumstances 
in each country, and it is to be hoped that 
export promotion will be in the hands of a 
single agency. 

The prime function of this national institu- 
tion should be to identify products that can be 
exported and to explore new market possibilities 
for traditional exports. It would also be re- 
sponsible for studies and advisory services in 
connexion with all other essential aspects of 
export promotion, which are taken care of either 
by other agencies or by the institution itself, 
according to the practice in each country. These 
would comprise customs and fiscal incentives, 
export credit. or financing, quality control, in- 
formation and publicity services, and other ser- 
vices relating to the organization of industry 
for the marketing of exports. 


Because of their importance and the fact that 
they constitute weak points even in countries 
which have made most progress in this direc- 
tion, some suggestions are made with respect 
to export financing and the organization of in- 
dustry for the marketing of exports. 


There are several aspects of financing in 
which action could be taken to make it more 
effective. 


In the first place, the IDB programme for 
exports of capital goods could be extended to 
cover exports to other regions as well as intra- 
regional trade. The possibility should also be 
considered of the programme including other 
manufactures besides capital goods, a measure 
that would particularly benefit countries with 
insufficient markets, and still more so the eco- 
nomically relatively less developed nations. 


Two other questions requiring special atten- 
tion from Governments and international agen- 
cies are pre-embarkation financing and adequate 
coverage of export credit insurance. While these 
systems are recognized to be first and foremost 
a national responsibility, IDB could do much to 
help them operate efficiently. 


In the case of pre-embarkation financing, for 
example, IDB could institute a system that would 
be applicable to cases where the operations in- 
volve large sums and the period of production 
is very long. As regards credit insurance, whose 
institution and operation in the region have 
been fraught with serious difficulties, various 
suggestions have been put forward, such as the 
establishment of a regional institution that would 
assume responsibility for commercial risks while 


the political risks would be taken care of by 
national agencies, or the establishment of a 
multinational institution that would take over 
the total coverage. 


Besides these aspects of financing, another 
field in which government promotion could 
have excellent results is, as mentioned above, 
the organization of manufacturers with a view 
to the marketing and sale of their exports. 


It would be advisable to include among the 
Governments’ recognized functions of export 
promotion that of encouraging the combination, 
in varying degrees, of the export activities of 
several enterprises, with a view to strengthening 
their position on the external market. These 
government promotion activities could be carried 
out through the provision of technical and even 
financial assistance, the latter, for example, by 
means of total or partial exemption from certain 
taxes for the enterprises thus pooling their 
efforts. In a word, the aim is to encourage the 
formation of exporters’ consortia, with which 
the State may or may not be associated accord- 
ing to circumstances. 


As regards the institution of a system of non- 
reciprocal and non-discriminatory preferences, 
this has already been described as a potentially 
valuable tool for the establishment of a con- 
siderable flow of exports of manufactured pro- 
ducts from Latin America to the developed 
countries. 


It is a well-known fact that manufactures 
from Latin America, and from developing 
countries in general, are subject to higher 
nominal and real customs duties and charges in 
the industrialized countries than the technolo- 
gically more advanced products in which they 
trade with one another. Accordingly, among 
other factors, the total or partial elimination of 
those tariff barriers could be expected, under 
certain conditions, to act as a fillip to the flow 
of exports of manufactured goods. 


It is therefore considered that the developing 
countries should continue to press for negotia- 
tions with the developed countries at UNCTAD 
meetings, with the aim of reaching an agree- 
ment as soon as possible, whereby their right 
to play some part in satisfying the developed 
countries’ demand for certain manufactured 
products would be recognized. 


The possible action proposed—i.e., the im- 
provement, or where appropriate the introduc- 
tion, of a whole group of government measures. 
to stimulate exports, such as those relating to. 
financing and the internal organization of in- 
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dustry with a view to the proper marketing of 
exports, and the adoption of a policy designed 
to secure access for Latin American manufac- 
tures to the markets of industrial countries— 
may to one degree or another be described as 
practically indispensable in achieving the aims 
pursued, and in this respect there can be no 
doubt of the wisdom of making a determined 
effort in that direction. However, the Govern- 
ments’ attempts to improve export prospects 
and to increase the developing countries’ co- 
operation in opening up markets, would have 
to be co-ordinated in the form of international 
action that would combine the resources of the 
countries and international agencies concerned 
in an institutional mechanism or formula which, 
by relating supply to demand, would create con- 
ditions in which the achievements obtained in 
connexion with either would be mutually rein- 
forced. The effectiveness of the action exclu- 
sively or mainly. directed at opening up mar- 
kets is necessarily limited in relation to the 
promotion objectives aimed at. Despite the fact 
that to supplement this action by measures to 
improve supply conditions would represent a 
big step forward, it is considered that only by 
linking or realizing both these efforts can the 
system be perfected and have the best possible 
chance of success. 


The proposed system for diversifying and 
expanding exports from developing countries 
would consist of two basic factors: first, these 
countries’ commitment to prepare specific pro- 
grammes for the export of manufactures, which 
would serve as guidelines in their negotiations 
at UNCTAD meetings to obtain concessions 
from the industrial countries; secondly, a tech- 
nical assistance mechanism organized by 
UNCTAD, the United Nations Industrial De- 
velopment Organization (UNIDO) and the re- 
gional commissions, in co-operation with the 
United Nations Development Programme, which 
would help the developing countries to comply 
with their undertaking to prepare such pro- 
grammes. 


The country programmes, which would be 
essentially the responsibility of the Govern- 
ments, would indicate the products the country 
intends to export and in what quantities. They 
would also present the group of government 
measures relating to the proposed export goals, 
and proposals concerning the international co- 
operation—amultilateral or bilateral—required 
in order to attain the stipulated targets, and 
also, where appropriate, proposals regarding the 
concessions that might be needed, or the mar- 
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ket surveys that might be desirable, in the case 
of specific products. 


To help countries prepare their programmes, 
the United Nations, in collaboration with the — 
above-mentioned agencies, would organize a sys- 
tem of technical assistance which could have 
recourse to a team of experts drawn from the 
participating agencies. These experts would 
furnish assistance not merely in preparing the 
programme but also, as far as possible and on 
a continuing basis, in connexion with all the 
problems identified as arising from the prepa- — 
ration of the programmes, for which purpose 
it would be necessary to co-ordinate the activ- 
ities with those of other organizations also 
operating in this field. With that end in view, 
the competent agencies should provide the ser- 
vices of experts to carry out those tasks. 


The scene for these technical assistance activ- 
ities would, of course, be the countries of the 
three developing regions of the world, and the 
experience acquired by the team of specialists 
in charge of these technical assistance missions 
to countries together with the ideas and pro- 
posals that would gradually be worked out 
would be vital for the success of those missions. — 


In the programme described briefly in the 
previous section, mention was made of the need, 
during the first stage of international co-opera- 
tion, to undertake market surveys in connexion 
with aspects of supply. In this respect, it is con- 
sidered advisable that the market surveys should 
be linked to the specific possibilities that might 
arise from the studies of supply, and that there 
should be the closest co-ordination between the 
two questions. Market surveys, because of their 
complexity and particular characteristics, should 
be conducted by firms or other organizations 
specializing in this type of work. 


It would also be useful if the machinery, 
which is designed to complete this line of 
study by including aspects of demand, could 
function in co-ordination with the recently estab- 
lished inter-American export promotion agen- 
cy,®® which is to operate under the aegis of 
OAS and the Inter-American Committee on the 
Alliance for Progress (CIAP). Its functions are 
basically to facilitate access to markets for 
Latin American manufactures, also through 
market surveys by international bodies of spe- 


39 The Inter-American Export Promotion Centre, with 
headquarters at Bogotdé, was set up at the fifth session 
of the Inter-American Economic and Social Council, 
held at Vina del Mar, Chile, in June 1967. 


| cialists. In this wide sphere of action it should 
_ not be too difficult to avoid overlapping and 
| duplication of work. 

The developed countries’ contribution would 
consist in financing these market surveys or 
analyses, and doing everything in their power 


to facilitate the tasks covered by those studies. 
They would further be requested—within the 
context of UNCTAD negotiations—to facilitate 
access to their markets for manufactures from 
developing countries and to abolish any type 
of restriction that might obstruct it. 


77 


MINING IN LATIN AMERICA 


INTRODUCTION 


This article is a first attempt on the part of 
the ECLA secretariat to present, in an orderly 
and systematic manner, some preliminary in- 
formation on the current state of mining in 
Latin America, excluding hydrocarbons. As an 
indication of the probable potential of the 
mining reserves and resources known to exist 
in the region, some idea is given here of their 
magnitude and their importance in relation to 
world totals. 


Primarily to encourage an exchange of views 
on the question, an effort is made to identify 
the principal problems which are thought to 
limit this sector’s development and to suggest 
possible ways of remedying them. 


On the basis of the trends noted in recent 
years and the plans and programmes under con- 
sideration or now being applied in various 
countries, some of the prospects for mining in 
the next ten years can be foreseen without un- 
due speculation regarding the effects of scienti- 
fic and technological progress in the interna- 
tional markets. 


Although mining is not very important as a 
factor of employment and its contribution to 
the gross domestic product is over 6 per cent 
in only two of the countries examined, in 1967 
mining exports represented nearly 2,000 million 
dollars, or over 20 per cent of the total value 
of exports from the region. The proportion is 
considerably more than three quarters in Boli- 
via, and Chile, and over half in Peru. 


Latin American mining is already an impor- 
tant source of inputs for industry and construc- 
tion, but it is clearly desirable to intensify local 
processing of its products. 


The eagerness shown by several countries to 
review national policies for exploiting their na- 
tural resources—particularly those that are non- 
renewable—highlights the need to modernize 
and adapt the relevant legislation and institu- 
tional organizations. It is evident, too, that 
mining holds out possibilities of regional inte- 
gration. 


78 


I. STATUS OF BASIC KNOWLEDGE 


1. Geological and geo-economic studies 
Survey scales 


It is not easy to present a general picture of 
the status of both geological and geo-economic 
knowledge about Latin America, although the 
first is essential for understanding the genesis 
and characteristics of the deposits, and the sec- 
ond for determining their economic value and 
workability. The difficulties are mainly due to 
the lack of regular information and of an up- 
to-date record of the research carried out in 
the various countries. However, an attempt will 
be made to describe in broad outline the work 
done in geological research, in order to evalu- 
ate its development and present requirements. 


ECLA has been concerned with these ques- 
tions for some time, and in 1963 and 1965 it 
prepared two compendiums, one on mining re- 
sources in the region and the other on the 
status of geological and metallogenic research.t 


A summary of the studies made in the region 
reveals that the situation differs widely from one 
country to another. While some countries have 
built up a fund of geological and mining in- 
formation on certain areas through national 
specialized agencies that have been operating 
for some years, others have been unable to 
study the sector in depth. 


The competent authorities have frequently 
underestimated the importance of these studies 
as a basis for the development of mining, with 
the result that technical institutions adequately 
supplied with staff and funds are few and far 
between. 


There is more geological knowledge in the 
countries where the extractive industries are at 
a more advanced stage of development and 


1ECLA, “Los recursos naturales en América Latina, 
su conocimiento actual e investigaciones necesarias en 
este campo. I. Los recursos minerales” (E/CN.12/670/ 
Add.l, March 1963) and Carlos Ruiz Fuller, “La 
geologia y la mineralogenética en América Latina’ 
(UNESCO/CASTALA 2.1.3, 1965), presented at the 
Conference on the Application of Science and Tech- 
nology to Development in Latin America (CASTALA), 
Santiago, Chile (13-22 September 1965). 


where, apart from the respective national geo- 
logical maps that are gradually being pre- 
pared, public and private bodies engaged in 
applied geology (petroleum or mining com- 
panies) have added to the stock of information. 
Petroleum enterprises have contributed substan- 
tially to the national fund of geological knowl- 
edge, particularly in Argentina, Bolivia, Brazil, 
Chile, Cuba, Mexico and Venezuela. 

Several international organizations and a 
“number of agencies in the more developed 
countries have also co-operated with institutions 
in the Latin American countries in carrying out 
geological studies. The Special Fund component 
of the United Nations Development Programme 
has already undertaken a large number of 
mining research projects and is in the process 
of executing others. 


The specific purpose of these projects is to 
prospect for and make a preliminary evalua- 
tion of metallic and non-metallic mineral de- 
posits, by the most up-to-date techniques and 
methods. 


Where specific projects have been undertaken 
in countries whose basic geological knowledge 
was inadequate, the necessary knowledge has 
had to be obtained before or during the stage 
of exploration. 


The Commission for the Geological Map of 
the World, which was established by the Inter- 
national Geological Congress, has prepared con- 
tinental maps on a scale of 1:5,000,000 in rela- 
tion to geology, tectonics and metallogenesis. 
As a result of the progress made in this work, 
a geological map is already available for a 
large part of the region, but much still remains 
to be done on the other two maps. With regard 
to the metallogenic map, which is_ the 
most useful from a practical standpoint in 
the development of mining resources, some 
countries have delineated their metallogenic 
areas fairly clearly, while others are still en- 
gaged in the planimetric location of their prin- 
cipal metallic ore deposits. 


To sum up, the present position is as follows: 


(a) The preparation of national geological 
maps on scales ranging from 1:50,000 to 
1:250,000 is going ahead in some countries, 
and has reached different stages. It is slow work 
showing little progress in relation to area, par- 
ticularly in very large countries with regions 
which are not easily accessible or in which the 
specialized national agencies have been recently 
established or receive little technical and eco- 
nomic support; 


(6) For the most part, the Latin American 
countries have prepared some kind of national 
geological map on a scale ranging from 
1:5,000,000 to 1:1,000,000 which represents 
the first synthesis for the region; 


(c) In some countries there is a great short- 
age of maps on scales between 1:500,000 and 
1:100,000. They are used in the search for ore 
minerals, particularly in such ore-bearing areas 
as the Andean region extending from the south 
of Ecuador to the central zone of the Chilean- 
Argentine Andes. 

(d) The shortage of technical and financial 
resources suffered by most of the national agen- 
cies concerned has been partly offset in the 
last ten years by the mining research projects 
of the United Nations Development Programme 
(Special Fund). The activities carried out in 
the majority of Latin American countries should 
be continued, and intensified in the countries 
lacking the necessary technical and economic 
resources. 


2. Known mineral reserves and resources 


No general inventory has been made of Latin 
America’s known mineral resources and it would 
be an arduous task to prepare one. However, 
as special attention has been paid to the metalli- 
ferous ores with an eye to marketing them, each 
country has a fairly clear idea of its resources 
in this respect, and particularly of certain ore 
minerals. In general, little is known about the 
location and quantity of non-metallic minerals. 

The Latin American countries have not yet 
clearly determined the mineralized areas or 
the magnitude and quality of the reserves. 


The shortcomings of geo-economic knowledge 
about the region are attributable not only to 
the above-mentioned factors—notably the weak- 
ness of the agencies responsible for drawing up 
inventories and evaluating, or ascertaining the 
existence of mining resources—but also to the 
lack of a uniform methodology and nomencla- 
ture for classifying the reserves. Consequently, 
any attempt to quantify the region’s total re- 
serves at the present time must be considered 
as merely indicative of possible orders of mag- 
nitude. 

On this basis, a short account is given below 
of the relative importance of the best known 
mineral resources in the region and of their 
principal location, from which the possibilities 
of mining them can be determined. 

The most important estimated reserves of 
metallic ores are bauxite, bismuth, copper, tin, 
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iron, manganese, molybdenum, silver, lead, zinc 
and tungsten. Those of lesser importance are 
antimony, mercury, gold and uranium. 

Table 1 presents a country-by-country com- 
pilation of data published on the total known 
reserves of these ores. The figures, which were 
taken from different sources inside and outside 
the region, were found to be highly inconsistent, 
and only those that appeared to be most reli- 
able were used here. The compilation must 
thus be considered merely as an indication of 
possible orders of magnitude. 

Bauxite seems to be found only in little known 
tropical and subtropical areas; in addition to 
the deposits already identified, it is expected 
that others will be discovered in the future as 
a result of the systematic exploration of those 
areas, which are not easily accessible because 
of their climate and vegetation. 

According to the latest available edition of 
Mineral Facts and Problems,’ the region’s mea- 
sured and indicated reserves represent 20 per 
cent of the world reserve, and its potential re- 
sources 22 per cent of the world total. In the 
period 1958-63, world measured and indicated 
reserve grew by 12 per cent annually and world 
potential resources by 8 per cent annually, but 
the increase was found less in Latin America 
than in other parts of the world (Australia, 
Guinea and Cameroon). 


Over three quarters of the region’s known 
bauxite reserves are in Jamaica, Guyana, Suri- 
nam and Brazil. Smaller deposits are to be 
found in the Dominican Republic, Haiti, French 
Guiana, Costa Rica, Panama and Venezuela. 


The copper ore thus far estimated in Latin 
America amounts to about 30 per cent of the 
world reserve? and is found mainly in Chile 
and Peru, particularly in one metallogenic area, 
which has not yet been clearly demarcated, and 
which contains similar types of low-grade ore 
deposits and a large volume of scattered por- 
phyry deposits. Mexico, Bolivia and Brazil, and 
on a lesser scale Cuba, account for smaller pro- 
portions of the remaining reserves in Latin 
America. Discoveries have been announced re- 
cently in Argentina and Panama. 


Because of the geographical location of the 
metallogenic area in Peru, Chile and Argentina, 
and the past and present studies carried out in 
it, it seems likely that new mineralized areas 
will be discovered in the foreseeable future, pos- 


2 United States Department of the Interior, Bureau 
of Mines, Bulletin 630 (1965), p. 21. 
3 Mineral Facts and Problems, op. cit., p. 283. 


80 


Table 1 


LATIN AMERICA: ESTIMATED RESERVES OF 
SELECTED METALLIC ORES 


(Metal content)@ 


Measured and 


Country indicated Potential 
Bauxite (millions of 
tons) 
Brazil. davrareteters eieleve 30 173 
Costa’ Rica Garin a= 50 
Dominican Republic 40 40 
French Guiana ..... — 70 
Guyanayecies ost acnts 150 1,000 
Haitigs martinis eet. 23 Hf 
Jamaica’ ens os aoe 600 300 
Panama—siss once es — 2 
Surinam cess. cte 250 2,000 
Venezuela ......... 10 
Copper (thousands of 
tons) 
Bolivia’ cress seit st 26 
Brazilte Jee seats 421 
Chile’ Ahaha Sosa 46,000 
Mexico’ .tiii.s seiestole 680 
PEM get cus neeatests 20,000 
Tin (thousands of 
tons) 
ATS CHLINA eetee ties ers 1 Bate 
Boliviaes wees owas 500 (300) 
Brazillynd . Hostedenns ate 3 (100) 
MexiCOUR sic stae.e arsisicis 2 aig 
Per Ubeciceie cence 2 
Iron (millions of tons) 
Argentina ......... 254 138 
Bolivia soyeniae selec: — 42,000 
Brazil scies dincsteners 30,049 10,104 
Chile vc sdaodoauys sear 269 1,979 
IM@XICOR fey :otnsiesfese wis 500 m8 
Perit ce sessonies oid 1,025 1,102 
Venezuela ........6 2,096 ve 
Manganese (thousands 
of tons) 
Bolivia’. etteee. ose 20,000 
Brazil Cees Aveiasteccreicts 60,000 
Chile. cacsassonisss 1,200 
Gubaytctereeve trusts 800 
IMeXICOU malas coisas 8,000 
Lead (thousands of 
tons) 
ATSENTNA “<.0.cie1c eine 1,200 
Bolivia} ae see cretion 90 
Mexicoueasnieecceee 3,200 
IP GVilh ete tlelete’ sta siaterats 1,400 
Zinc (thousands of 
tons) 
Boliviagis -kieidccsniete 1,000 siutt 
Merxicoyic ect aieicacte 6,000 Roe 
ROvta te chisma sesiiatis 2,000 a 
Other countries .... 2,000 “4 


Source: ECLA, on the basis of various data. 
a Except in the case of iron and manganese, where 
the figures refer to crude ore. 


sibly of the same type as those currently being 
worked, which are among the largest in the 


| _world, 


The region’s fin ore reserves amount to 15 


| per cent of the world total and are virtually all 


in a metallogenic area which is mainly in Boli- 
via. Smaller quantities are known to exist in 
Argentina, Brazil, Mexico and Peru. 
According to a recent evaluation for South 
America only,* iron ore is found in consider- 
~able quantities: measured and indicated reserves 
amount to 34,000 million tons, and potential 
resources to 55,000 million. The iron content 
of these ores ranges from 30 to 69 per cent 
and is estimated to total 47,000 million tons, 
which means an average content of 53 per cent. 


Since iron is sometimes found in extensive 
deposits of low-grade ore, the reserves are not 
always clearly delineated; consequently, the re- 
gion’s share of the world reserve is somewhat 
uncertain. Nevertheless, in a study of sixteen 
countries made by the United States Geological 
Survey, Latin America’s total reserve of 30,300 
million tons is reported to represent 15 per cent 
of the world total.® 


It is important to note that South America’s 
measured and indicated reserves increased by 
72.7 per cent and its potential resources by 
54 per cent in thirteen years, The highest figures 
for reserves were recorded in Brazil, Peru and 
Colombia, and for potential resources in Bolivia, 
Chile, Surinam and Guyana.® In the case of 
Bolivia, the increase is attributable to the Mutin 
mine, where 72 per cent of South America’s 
potential resources and 45 per cent of the total 
reserves and potential resources would appear 
to be concentrated. 

The fact that reserves increased considerably, 
mainly during the nineteen-fifties, shows that 
prospecting was stimulated by the improvement 
in the world economy and the decline in the 
grade of several mines worked up to then. 

Manganese ore in Latin America represents 
18 per cent of the world total. While a large 
proportion of these reserves is found in Brazil 
and, on a lesser scale, in Bolivia, Mexico and 
Chile—those in Cuba and Panama being of 
minor importance—Ecuador’s reserves may 


4Benjamin Alvarado, “Evaluacién de los recursos 
en mineral de hierro de Suramérica”, Bogota, Colom- 
bia (1967) (mimeographed). This is an updated ver- 
sion of information contained in the United Nations 
“Survey of world iron ore resources: occurrence, ap- 
praisals and use, 1954”. 

5 Mineral Facts and Problems, op. cit., p. 467. 

6 “Evaluacién. de los recursos en mineral de hierro 
en Suramérica”, op. cit. 


exceed all those in the rest of the region. They 
have not been exhaustively studied, however, 
and some circles hold the view that they may 
not be economically workable. 

The region’s lead and zine resources, which 
are usually found together, appear to represent 
only 14 and 13 per cent, respectively, of the 
world reserves. The former are situated mainly 
in Mexico, Peru and Argentina, and the latter 
in Mexico (which possesses half of Latin Amer- 
ica’s reserves) and, on a lesser scale, in Bolivia, 
ge Chile, Guatemala, Honduras and 

eru. 


There are no reliable estimates of the region’s 
silver and gold reserves, which are found mainly 
in Mexico, Peru, Bolivia and Colombia. 

As regards other metals, Latin America’s 
molybdenum resources—a mineral found in as- 
sociation with copper in the porphyry copper 
bodies of the metallogenic province concerned— 
appear to be the largest in the world after those 
of the United States. According to estimates made 
a few years ago, 15 per cent of the world reserve 
is found in the bulk of this province, which is 
in Chile with the remainder in Peru. 


Latin America also has important tungsten 
reserves, which are apparently exceeded only 
by those of the Far East (China, Korea and 
Burma). The reserves located in Bolivia and 
Brazil appear to account for about 94 per cent 
of the regional total, the remainder being in 
Peru, Argentina and Mexico. 


Cuba’s nickel reserves, consisting of laterite 
ores, represent a high proportion of Latin Amer- 
ica’s known reserves of this metal, and are 
among the most important in the world. In 
Brazil, Venezuela, the Dominican Republic and 
Guatemala, recent studies have been made of 
these ores, and in the last two countries specific 
investment projects have been considered. 


Other reserves which should be mentioned are 
those of antimony, mercury and bismuth. Anti- 
mony is found mainly in Bolivia and Mexico, 
mercury in Mexico and, on a lesser scale, Chile 
and Peru; and bismuth is found together with 
lead, silver and tin ore in Mexico, Peru and 
Bolivia. 


The only uranium reserves of importance in 
the region, according to the studies carried out, 
are in Argentina and represent about 3 per cent 
of the world reserve. This estimate is based on 
ore of different grades and the possibilities of 
mining them will depend on world price trends 
in future and on the development of nuclear 
energy. There are, however, potential reserves 
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in several Latin American countries. Consider- 
able reserves of thorium are to be found in 
Brazil. 

The minerals of major importance because of 
their use in the fertilizer industry are phosphate 
rock, sulphur, Chilean nitrate, and potassium 
compounds. Phosphate rock is now thought to 
exist mainly in Brazil, Peru, Venezuela and 
Colombia, whose reserves add up to approxi- 
mately 175 million tons of phosphoric anhy- 
dride (P20;). Peru alone, with the Sechura 
deposits, accounts for 70 per cent of Latin Amer- 
ica’s total reserves. 

Although the exact quantity of sulphur ob- 
tainable from various sources in the region has 
not yet been determined, the most important 
deposits are in Mexico (salt domes) and in an 
area common to Peru, Chile and Bolivia, where 
this metalloid is of volcanic origin. There are 
also deposits in Guatemala, Ecuador and Costa 
Rica. Sulphur is also obtained by roasting 
pyrites, and recovered from sulphuric gases of 
various kinds. 

Latin America’s reserves and resources are 
merely estimated here for want of actual 
figures, since the studies made cannot be re- 
garded as exhaustive. Systematic research has 
been performed in small areas only. 


Nevertheless, there are appreciable differences 
between the various minerals as far as such 
factors as the number and accessibility of de- 
posits, attractiveness of market prices, and 
prospecting difficulties are concerned. 


IJ. PRESENT SITUATION AND RECENT TRENDS IN 
MINING 


1. Latin America’s importance in world mining 
production in recent years 


For many years, Latin America has been an 
important supplier of mining products (see 
table 2). Although its mining output has not 
diminished in absolute terms since 1950—save 
that of tin, which began declining noticeably 
in 1954 but gradually recovered from 1959 
onwards—its share of world production con- 
tracted in 1966, except in the case of bauxite 
and iron. The sharpest decline was in output 
of zinc and lead ores. 


Table 3 presents the cumulative annual in- 
crease in Latin American and world output of 
several mining products over various periods. 
After the Second World War, Latin American 
mining failed to take as much advantage as 
other areas of the rise in demand resulting 
from the expansion of the world economy. The 
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average annual growth rate for copper and silver 
during 1950-66 was slightly below the world 
rate. [ts tendency to lag behind is more pro- 
nounced in the case of lead and zinc ores, whose 
average rates are 2.7 and 1.9 per cent respec- 
tively. Only bauxite production showed a 
slightly larger increase. 


The rapid growth of Latin America’s alu- 
minium and zinc production in the years 1950-55 
was due to the opening of new bauxite mines in 
Jamaica, the rise in bauxite production in Suri- 
nam and Guyana, and Peru’s increased output 
of zinc. Although lead is usually found in 
association with zinc ore, the growth rate of 
output failed to increase more rapidly because 
the rise in Peru was partly offset by a decline 
in Mexico. Moreover, Bolivia has not yet re- 
gained the annual level of tin production reached 
early in the nineteen-fifties, and during the pe- 
riod of recession its share of the world markets 
dwindled, with serious consequences which are 
still making themselves felt. In the ensuing five- 
year periods, 1955-60 and 1960-65, the over-all 
growth rates declined in both Latin America and 
the rest of the world, but more sharply in the 
former, 


The fact that mining production in other 
areas increased more than in Latin America is 
attributable to: 

(a) The region’s shortage of internal capital 
and limited capacity for organization of enter- 
prises; 

(b) The decisions and achievements in coun- 
tries with centrally planned economies; and 


(c) The tendency for the developed market 
economy countries to direct their business ven- 
tures to other producing centres, which would 
seem to offer more attractive conditions for de- 
velopment (production costs, tax laws, facilities 
for the recovery of capital and the remittance 
of profits, general stability, etc.) as well as the 
opportunity to extend their interests and sources 
of supply to different parts of the world. 


2. Principal ores and main producing countries 


Although Latin America still occupies an im- 
portant place in the world as a producer of 
both metallic and non-metallic ores, the mining 
sector’s contribution to the gross domestic pro- 
duct is not very significant (see table 4). In 
many cases, the value added to the minerals 
extracted is limited to the cost of the processes 
for obtaining primary concentrates and, in other 
cases, the higher value added is included not in 
the mining sector but in manufacturing, even 
though the latter is largely dependent upon and 
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conditioned by mining. The countries whose 
mining production makes the largest contribu- 
tion to the gross domestic product are Bolivia, 
Chile and Peru. While in Bolivia and Peru this 
contribution increased during the last decade, 
in Chile it declined slightly. The figures are 
relatively high for Colombia because they in- 
clude petroleum activities. 


Table 4 
SELECTED LATIN AMERICAN COUNTRIES: 
SHARE OF MINING SECTOR IN GROSS DO- 


MESTIC PRODUCT, 1958 AND 19674 


(Percentages) 
Country 1958 1967 
ATgentina’ . .o.s.ciaie eis eeieipe silo eee 0.4 0.4 
Bolivian 02 otac otis cas isis ole shea eee 8.0 9.0 
Brazil isa sists eic cemste eyes = tienen 0.2 0.5 
Chitle W508 sisi sae aise ies eee 7.0 6.5 
GolombiaGe Gi..2a.tic\aeeies. toro By 3.4 
Mexico 2200s os.ssctesislesingies 2 RG) 
Nicaracua. vatiescned. tiese en. 1.8 1.8 
Perdis. «dou ves tee watoteaes oe 4.0 4.2 
Veneziclar 1s: Ant sices cmatecimoes te 18 1.3 


Source: ECLA, on the basis of direct information. 
a Excluding petroleum. 

b 1960. 

¢ Including petroleum. 


The total value of the region’s mining produc- 
tion in 1967 was 2,050 million dollars. The 
ores that contributed most to this aggregate 
value were: copper, 1,055 million dollars 
(51 per cent) ; iron, 311 million dollars (15 per 
cent); and bauxite, 211 million dollars (11 per 
cent). Next in importance came tin, lead, sulphur 
and zinc, which altogether accounted for 
362 million dollars, or 18 per cent of the total. 
The aggregate value in 1963 was 1,332 million 
dollars; three fifths of the increase over those 
four years—which was more than 50 per cent— 
was attributable to fluctuations in unit prices 
(largely due to the recent armed conflicts), and 
the rest to actual production increments. 


The production of certain ores is concentrated 
in a few countries of the region. In 1967, 99 per 
cent of all the copper mined in Latin America 
came from Chile, Peru and Mexico; 95 per cent 
of the iron from Brazil, Venezuela, Chile and 
Peru; nearly 99 per cent of the bauxite from 
Jamaica, Surinam and Guyana; 91 per cent of 
the zinc, from Peru and Mexico; 82 per cent 
of the lead from Mexico and Peru; 90 per cent 
of the tin from Bolivia; 91 per cent of the 
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sulphur from Mexico; nearly 88 per cent of 
the silver from Mexico and Peru; 92 per cent 
of the manganese from Brazil and Guyana; 
practically all the bismuth from Peru, Mexico 
and Bolivia; and nearly all the nickel from 
Cuba. 

Table 5 presents the volume of output of the 
main ores, by country, in 1950 and 1967. 

Although in the past fifteen years the increase 
in mining production has tended to lag behind 
the growth of world demand, a number of 
Latin American mining products have shown 
sizable increments (see tables 5 and 6). Output 
of such ores as sulphur, iron, manganese and 
bauxite has grown in volume by 4,860, 1,031, 


464 and 440 per cent, respectively. Smaller in- 


creases are recorded for copper, coal, zinc and 
silver, and reductions in the case of nitrate, 
gold and tin only. 

The index of the volume of mining produc- 
tion in 1950-67 indicates a considerable in- 
crease for Venezuela (3,350 per cent) and large 
increments for Brazil, Jamaica and Peru (see 
table 7). In the first two countries the determin- 
ing factor was iron, in Jamaica, bauxite, in 
Peru, copper and iron. Bolivia was the only 
country to show a decline in the index mainly 
because of the reduction in its tin output since 
1954. 


Latin America’s annual mining production is 
apparently backed by substantial reserves whose 
true magnitude is not clearly defined, for the 
reasons mentioned above. In any case, the esti- 
mated reserves of some ores, such as iron, baux- 
ite, copper, manganese and sulphur, hold out 
prospects of an appreciable boost in produc- 
tion (see table 8). 

From an examination of table 8 it would 
seem that geological and mining surveys in 
Latin America should be directed mainly towards 
the search for ore minerals of which the known 
reserves are small, and which may come to 
play an important part in the economy as a 
result of present or future trends in demand; 
these include titanium, cadmium, tungsten, 
radio-active ores, etc., which have special rapidly 
expanding uses, potassium and phosphates for 
fertilizers, and lead, zinc and nickel. 

It will be possible to make more use of 
relatively low-grade ores in future if new tech- 
nological processes are adopted. The reserves 
would then increase not only with the discovery 
of new deposits but also with the reclassification 
of resources identified but formerly considered 
of no immediate commercial interest. For exam- 
ple, the economically workable reserves of iron 


ore have increased with the technological ad- 
vances in the form of sinterizing and pelletizing. 

Moreover, under-utilization of known reserves 
is observable in some mines, notably the 
smaller ones, mainly for want of economic re- 
sources and ignorance of the proper methods 
and systems to be used in geological and min- 
ing surveys and in the actual extraction of ores. 
The result is that the deposits are worked 


inefficiently. 


3. Technological development of the mining 
industry 


In order to analyse the technological devel- 
opment of the mining sector in Latin America 
it must be divided into three broad categories. 
The first comprises the large-scale vertically 
integrated enterprises, which usually cover the 
whole productive process including refining, and 
are characterized by the use of efficient tech- 
niques. The second consists of companies whose 
productive activities usually go as far as the 
dressing of the ore (concentration). They use 
techniques which, if not always up to date, at 


least enable them in many cases to reach a 


satisfactory level of productivity. Thirdly, there 
are the small mining companies using primitive 
techniques, in some cases not unlike those of 
colonial times. 


The mining activities of the large-scale com- 
panies are usually in the hands of foreign pri- 
vate enterprises, but there are also some national 
enterprises, and mixed companies operating with 
national and foreign capital. The advanced tech- 
nologies of these companies—comparable in 
several cases to those used in the most devel- 
oped countries in the world—cover not only 
prospecting and extraction of ores, but also their 
dressing, smelting, refining, and transport (in- 
cluding port facilities). Examples of these are 
afforded by the Chuquicamata and El Teniente 
copper mines, the Las Ventanas copper smelter 
in Chile; the Toquepala copper mine, the Cerro 
de Pasco lead and zinc mines and the iron pel- 
letizing plants of the Marcona Mining Company 
in Peru; the Cerro Bolivar iron mines in Vene- 
zuela; and the Vale do Rio Doce iron mine 
in Brazil. 

The advanced stage of technological develop- 
ment reached in these extractive activities is 
evident from the exhaustive geological and 
mining surveys that are undertaken of the de- 
posits to be worked. These are usually conducted 
stage by stage, in increasing detail, because of 
the economic risk involved. Once the element of 
risk has been eliminated and efficient methods 


are used for the extraction, dressing and re- 
covery of the primary metal, these companies 
achieve a high level of productivity and low 
production costs which enable them to com- 
pete advantageously on the world markets. 


Medium-scale mining companies, while not 
possessing the same characteristics as large- 
scale mining, generally use up-to-date techniques. 
Their geological and mining surveys are con- 
fined to ascertaining the existence of reserves 
in areas that are smaller than those covered by 
large-scale mining, but enable them to plan their 
production on a long-term basis. As a rule, they 
are not vertically integrated at a national level; 
their production cycle ends with the concentra- 
tion of ores, and their output is sold either in 
the country itself, for smelting or refining, or 
directly on the world markets. 


Small-scale mining presents an entirely dif- 
ferent picture. The production cycle is generally 
limited to the extraction of ore and includes 
dressing in a few cases only. Geological and 
mining surveys to determine the quantity and 
quality of the reserves, the characteristics of 
the deposit, etc., are practically unknown. More- 
over, small-scale mining companies use prac- 
tically no mechanized extraction methods and 
confine their activities to the mining of easily 
accessible high-grade ore with a large labour 
force. The machinery and equipment used in the 
concentration of these ores is sometimes unsuit- 
able and often obsolete. 


The result is that the productivity of small- 
scale mining is very low and its production costs 
are so high that its activities can only be main- 
tained if favoured by one or more of the 
following circumstances: high-grade deposits, 
high world prices, government subsidies, or 
infrastructural works nearby (roads, railways, 
concentration plant, etc.). 


It is interesting to note that mining has con- 
tributed little to technological progress in the 
region, in common, indeed, with the other sec- 
tors of economic activity. Generally speaking, 
both the projects executed and the procedures 
followed in putting large-scale mining develop- 
ments into operation may be ascribed to the 
country where the venture and investment 
originated. However, the contribution of Latin 
American technical personnel is steadily increas- 
ing in both quantitative and qualitative terms, 
with the result that local technicians are gra- 
dually replacing foreign specialists who formerly 
enjoyed seniority in certain sectors of the mining 
industry. This has made advanced mining tech- 
niques more accessible to the local professionals, 
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LATIN AMERICA: PRODUCTION OF PRINC 


re 
Mineral Bauxite Copper Iron 
(thou- (thou- (thou- 
sands sands Tin sands 
of tons) of tons) (tons) of tons) 
a 1950 «=«=—«1967,—S's=(Ci«*S0*S:*=<C*«~iST 1950 1967) =) Ce fe 
AT SONUING airs cocoon per ioek eicteler — 0.4 260 1,100 20 
Bolivia. vz ciebis jeceptasslese's aisisleiecprster ss Cepbiene 4.7 6.3 31,712 27,628 
Brazil oe ccrtece cots Mies a eee 19 250 — 3.0 183 1,306 1,351 15 
CLT GES ents Salis SMC shen HO, ees 362.9 658.7 1,771 iG 
Golomibia’s sje iee: 4.2151 <8he.syocagtoud eazdeesee clans 
Guyandipds: a5 pate eetee aoe ree ate" 1,608 3,403 
Jamaica Suk \icn lsu rtt wo Guep csi etiels os 9,840 
IMexIC0" astra afraneterstoras tegen erekee orcfontiene 61.7 64.8 447 456 286 1, 
Pesttt - ieiek o.cic.atyeisiaysicsarreistedore teobeaariateces 33.3 182.2 38 40 = 4. 
SULIAIN OAS ssecess Gd id he iene, «Shaye eles 2,066 5,415 
Veneziiela? ya «os iocsye epee dictie's seeieye ee 127 10. 
Other: countries) si sete his- soars eee — 1,270 mal 27.6 — — 4 
Tota 3,693 20,178 483.7 943.0 32,640 30,530 3,559 40, 


Source: ECLA, Statistical Bulletin for Latin America, vol. V, No. 1 (March 1968). 
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Lead Zinc Sulphur Nitrate Manganese 
(thou- (thou- (thou- (thou- (thou- 
sands sands sands sands Silver sands 
of tons) of tons) of tons) of tons) (cons) of tons) 
; 1950 1967 1950 ' 1967 1950 1967 1950 1967 1950 1967 1950 1967 
17.4 31.0 13:5 26.0 8 PA 36 SOc 0.4 
312 ©6198 196 171 4 86 204 «152 
25 210 p i) we 86.0 544.3 
© 3.3 0.5 0.3 11 15 42 1,607 886 29 101 16.7 6.9 
‘o— 1.0 — 0.3 1 20 4 3 
— 74.9 
238.1 170.0 223:55 225.0 13 1,867 1,528 1,240 14.5 34.1 
| 61.8 162.6 71.5 203.5 418 1,145 0.7 0.4 
3.3 10.0 — 10.1 — — — — 165 217 116.0 43.0 
357.8 41 59 334.8 533.1 4] 2,042 1,607 886 2,385 2,858 129.9 703.6 
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Table 6 
LATIN AMERICA: INDEX OF VOLUME OF PRODUCTION OF SELECTED MINERALS 


(1950 = 100) 
Percentage 

variation 

Commodity 1955 1960 1965 1967 1950-67 
Batixite dence actis eee castes 229 325 439 540 440 
Goal tesiancr ete crisusretceaetares 128 142 157 168 68 
Goppers tame imlersrreesar es 115 169 182 196 96 
Gold eeivacnnn cecleae meneiied 103 90 72 61 —39 
Tron skeet ee ce aarti 292 769 1,169 P13 1,031 
Thea cs sisateietentsars, te cers otras 107 108 110 115 15 
Manganese: <2 0 dinulen th os nee 135 506 641 _ 564 464 
Nitrate lattes. oer Pere ce 96 58 TZ 55 —45 
Silver eases eae aie 110 120 122 120 20 
Sulphurieeciantsticseear aerate 1,480 3,440 4,080 4,960 4,860 
"PAN, 254d Steneroiota ci fal t rete Ciena 89 70 80 93 —7 
ZANOVs dour eneemae eee 141 138 158 56m 56 
SUBTOTAL 125 171 204 AAS} 113 
Petroleumii.. seen 140 191 238 244 144 
TorTaL 135 185 225 233 133 


Source: ECLA, on the basis of direct information. 


Table 7 


SELECTED LATIN AMERICAN COUNTRIES: INDEX OF VOLUME 
OF MINING PRODUCTION> 


(1950 = 100) 
Percentage 

variation 

Country 1955 1960 1965 1967 1950-67 
ATPENENAa, sce pings setts cree 143 215 258 260 160 
Boliviat 4:c6.0cRdatdee «cate etere 90 66 76 90 —10 
Brazil uct foceveraaciceteeaee 128 300 507 565 465 
Chile wsate cone ee ces 111 130 158 168 68 
Colombiatamceaccateeseroree 141 178 183 148 48 
Mexico = aeiss cusses ocreetee 106 114 118 119 19 
Peru S csjeres sea ica aeareemircar 165 361 412 400 300 
Venezuela Gi.cnndesse« cee ee 1,850 4,150 3,725 3,450 3,350 
SUBTOTAL 119 162 19] 196 96 
Guyana: acca eee oe eee 155 170 203 235 135 
Jamaicaty Sicnn acces nee 100 216 324 366 266 
Surinam: “eee: es seinoneeeees 151 168 210 261 161 
TOTAL 125 171 204 213 ns 


Source: ECLA, on the basis of direct information. 


4 Calculated by adding the commercial values of each product and multiplying by the 
constant 1963 price. 


b Excluding petroleum. 
¢ 1955 was chosen as the base year for the index bauxite had not yet begun to be mined. 


Table 8 


LATIN AMERICA: MINERAL RESERVES AND PRODUCTION, 1965-66 
(Metal content) 


Reserves® poem 
4 (millions (thousands Ratio of 
Mineral of tons) of tons) (1) to (2) 
(1) (2) (3) 
ES SaE TARO TLV SE Perv Taisls spersiese «{sicie peice daieloie ae ea. 0.8 15 53 
HE RELL MPER PRETO sits o{a\o taxcTols:cte/ «. a6) elalos3 oiesee'e,<"% 4,800 17,000 282 
ES ere M NO teis\sjeraicisisicisi ciclSecwists + sisigw o Silda es 0.3 0.5 600 
Ra Gper ea Tost atiscee Neite's Sele sldiviewc aed se 67 907 74 
Maal MPV RRIENG Ts sistcisis. <iayd« Os/axanavayareoy$itiel ah ove 90,000 52,800 1,700 
DACA Ear. fiaete + (rhs ail siaqslsfe.ajayuneeoie sidisse,« 6 402 15 
(Wien sartiese Da wercasvereevaie's seisists « SaChicie ke eais aie 90 700 129 
2) GACT Sib BOF SEARO CCS Oct ce SEDI eae 0.02 0.8 25 
SUID RUTMR. taseeticricts «Slee tattds «Seles eae lee oer PiBVA 1,770 131 
ST ah CORO OR CIEE TSB ROC CO COC Eee Oee Tota 0.9 2 33 
Bigot Sie tact. Sofic}. sid aks ctasta eld a) atelsrate sale» 0.08 4.1 20 
TRO hd SE sed Ee See ee ll 536 20 


_ Source: ECLA, on the basis of United States Department of the Interior, Bureau of 
Mines, Minerals Yearbook (1965 and 1966) Statistical Summary of the Mineral Industry, 
1966; and Mining Journal Annual Review, 1966, London. 


@ Measured, indicated and potential. 


b Crude ore. 


who can thus transmit their knowledge to other 
production strata. 


In this respect, the outlook seems brighter, 
particularly as several countries of the region 
have recently intensified the technological re- 
search carried out in some universities and 
specialized mining centres, with a view to in- 
troducing changes in the existing technology or 
developing new procedures applicable to extrac- 
tive metallurgy. The United Nations Develop- 
ment Programme (Special Fund) is providing 
assistance in a number of cases. 

In addition, the major extractive industries 
possess pilot plants designed to improve mining 
processes. 

Another development in this field has been 
the establishment in 1966 of the Latin Amer- 
ican Extractive Metallurgy Association (Aso- 
ciacion Latinoamericana de Mineralurgia— 
ALAMI), the members of which include about 
400 noted mining specialists in Argentina, 
Brazil, Chile, Mexico, Peru and Venezuela, who 
are concerned with the development of this 
important phase of mining. 

In view of the shortage of financial resources 
in the Latin American countries, it is advisable 
to concentrate on both basic research and ap- 


plied and production research on some types of 
ores of particular interest to them, e.g., nitrate, 
certain potassium minerals and nickel. Steps 
should also be taken to encourage applied re- 
search in extractive metallurgy so as to provide 
permanent advisory services to medium- and 
small-scale mining companies regarding the most 
suitable production and processing methods. 


The immense scientific progress made in the 
world over the last few decades has had definite 
repercussions on the mining industry. New tech- 
niques are in the experimental stage or are 
already being applied not only in geological 
and mining research but also in ore extraction 
and metallurgy. Mining authorities in Latin 
America bear a tremendous responsibility as the 
bulk of the region’s mining products must com- 
pete on the world market with products from 
countries which have already developed new 
techniques or are about to introduce them on 
a broad scale. Failure to adopt new technological 
processes for certain minerals may seriously 
affect the future foreign trade of some coun- 
tries of the region. A specific example is the 
increasing consumption of pellets in the world 
iron market. (Peru is at present the only Latin 
American country which produces this type of 
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product; Venezuela, Argentina and Brazil have 
just reached the stage of planning pelletizing 
plants. ) 

Another aim should be the extensive applica- 
tion of new techniques in geological research. 
Although the methods of aerophotogeology, 
geochemistry and geophysics are utilized in some 
of the countries of the region by national 
geological institutes, large-scale mining com- 
panies or technical assistance agencies, they are 
not applied widely enough and in many cases 
recourse is still had to traditional methods 
which the developed countries regard as out- 


dated. 


4. Degree of vertical integration: projects under 
way or to be initiated in the near future 


If the present chapter and some of those that 
follow refer to and examine certain aspects that 
do not fall strictly within the traditional pur- 
views of the mining sector, it is because they 
may shed light on the relations between the 
mining and the industrial sectors from the 
economic standpoint. Clearly, the direct and 
indirect importance (because of their multiplier 
effect) to the developing countries of metallurg- 
ical activities closely associated with ore mining 
cannot be passed over in silence. 

Over the past ten years, mining in the region 
has speeded up its vertical integration at the 
instigation of both private and State enterprises. 


With regard to metalliferous ores, large pri- 
vate, State or mixed enterprises have been 
formed in the most important mining countries. 
The production of the majority of these has 
reached a level at which it may be considered 
to be vertically integrated in terms of the mining 
industry, i.e., the extraction of metals by smelt- 
ing or refining. 

The State has played an important role in 
this connexion in a number of countries. In 
Chile, the State, through the National Mining 
Company (Empresa Nacional de Mineria), acts 
as purchasing agent for ores and concentrates 
produced by small and medium-scale mines for 
treatment in concentrating plants, two smelters 
or a copper refinery. In addition, at the refinery 
of Las Ventanas (capacity: 84,000 tons of elec- 
trolytic copper annually), it processes a certain 
amount of blister copper for one of the large 
mining companies. The situation is somewhat 
similar in the case of iron ore in Argentina, 
Brazil, Chile, Colombia, Mexico, Peru and Vene- 
zuela, where State enterprises participate in cer- 
tain stages of the productive process culminating 
in the production of steel and steel alloys. 
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Table 9 shows the progress made by some 
mining industries towards vertical integration. 

In Chile, 94 per cent of the copper produced 
in 1966 was treated metallurgically; the figure 
for Peru was 85 per cent and for- Mexico 69 per 
cent; while the corresponding percentages for 
refining (the final stage of the copper mining 
industry) in these three countries were 55, 20 
and 64 per cent respectively. 


In that same year, virtually all lead ore pro- 
duction in Mexico was transformed into metal 
(99 per cent); the corresponding figure for 
Peru was 61 per cent. 

With regard to zinc, Peru and Mexico, the | 
main producers in*the region, transformed 24 — 
and 33 per cent respectively of their total zinc 
ore production into metal. 

In 1960, Bolivia exported 92 per cent of its 
tin production in the form of concentrates and 
the remaining 8 per cent was sold as smelted tin 
from small-scale plants; by 1965 the propor- 


‘tion of concentrates exported had dropped to 


86 per cent, while that of smelted tin had risen 
to 14 per cent. 

Jamaica transformed 22 per cent of its bauxite 
production in 1966 into alumina (the interme- 
diate stage in the production of aluminium), and 
exported the remainder as ore; in the same year 
Guyana transformed 33 per cent of its bauxite 
into alumina, while Surinam exported all its 
bauxite output in the form of ore. 


The progress made in recent years to add 
ereater value to mining products is evident from 
the number of new plants that have been set up 
or are in the process of being installed in the 
region, as described below. 


(a) Bauxite 


In Jamaica, the installation of an alumina 
plant at Puerto Kaiser, with an initial output 
of 875,000 tons is proceeding according to 
schedule. Early in 1967, the Government con- 
cluded an agreement with a foreign private firm 
to build an alumina plant at Kingston by stages 
over a period of ten years, at a cost about 
126 million dollars. 


In Brazil, the International Bank for Re- 
construction and Development has approved a 
loan of 22 million dollars to be used in building 
an integrated aluminium plant. The plant will 
be set up in Pocos de Caldas (Minas Gerais), 
near the bauxite deposits, using reasonably 
cheap hydro-electric power for the smelting and 
refining plants. Initial output will be 25,000 
tons of aluminium ingots a year. 


Table 9 
LATIN AMERICA: PRODUCTION OF SELECTED MINERALS BY DEGREE OF PROCESSING ' 


(Metal content in tons and percentages) 


1957 1960 1965 1966 
Tons % Tons % Tons % Tons % 
Copper 
Chile 
Ores and concentrates .... 29,500 6.2 27,300 Sol 27,800 4.7 36,000 5.4 
Smelted (blister) ........ 228,900 47.7 279,200 52.5 268,700 46.0 263,100 39.8 
RERNE ees e co cls secs 221,200 46.1 225,600 42.3 288,800 49.3 362,800 54.8 
Tora 479,600 100.0 532,100 100.0 585,300 100.0 661,900 100.0 
Peru 
Ores and concentrates .... 13,700 25.0 20,500 ial 19,000 10.7 28,200 15.3 
Smelted (blister) ........ 13,000 ane 133,600 72.6 117,900 66.5 119,600 65.0 
IMS eel a eee eee 28,100 oles 29,900 16.3 40,500 22.8 36,200 19.7 
Toran 54,800 100.0 184,000 100.0 177,400 100.0 184,000 100.0 
Mexico 
Ores and concentrates .... 1,700 2.8 8,600 14.3 22,000 31.8 23,100 31.1 
Smelted (blister) ........ 31,400 51.7 23,500 39.0 800 1.2 3,800 Bal 
Retned beer o. sss.6 area. 27,600 45.5 28,200 46.7 46,400 67.0 47,500 63.8 
Tota. 60,700 100.0 60,300 100.0 69,200 100.0 74,400 100.0 
Lead 
Peru 
Ores and concentrates .... 67,000 49.2 58,300 44.4 67,500 43.7 56,000 38.7 
Metallurgical products ... 69,100 50.8 72,900 55.6 86,800 56.3 88,800 61.3 
Tota 136,100 100.0 131,200 100.0 154,300 100.0 144,800 100.0 
Mexico 
Ores and concentrates .... 14,000 6.5 24,000 12.6 — — 1,000 0.6 
Metallurgical products... 200,900 93.5 166,700 87.4 172,400 100.0 181,100 99.4 
Tora 214,900 100.0 190,700 100.0 172,400 100.0 182,100 100.0 
Zine 
Peru 
Ores and concentrates .... 106,500 78.3 124,900 79.4 193,200 75.9 196,400 76.2 
Sle DME armies eithcaisisje,é seine ¢ 29,500 PH lee 32,400 20.6 61,300 24.1 61,400 23.8 
Tota 136,000 100.0 157,300 100.0 254,500 100.0 257,800 100.0 
Mexico 
Ores and concentrates .... 186,400 76.7 218,500 80.5 162,200 72.1 147,400 67.2 
Slane aise seas oe. 56,600, 2358 52,900 19.5 62,700 27.9 71,800 32.8 


Torat 243,000 100.0 271,400 100.0 224,900 100.0 219,200 100.0 


Source: ECLA, on the basis of data in Metallgesellschaft Aktiengesellschaft, Metal Statistics, 1957-1966 
(Frankfurt-am-Main, 1967). 


(b) Sulphur and phosphates refinery with a daily capacity of 2,000 tons; 
the sulphur would be obtained from the deposits 
near Tufino in the province of Carchi, which 
contain an estimated 30 million tons of reserves. 


'In view of the growing world demand for 
sulphur and phosphates, which are important to 
both agricultural and industrial development, 
great interest is being taken in expanding pro- The outlook for phosphate production is less 
duction in Latin America. encouraging, with the exception of the plans to 

In Ecuador, it is planned to invest 2.5 mil- develop the rich deposits in the desert of Sechura 
lion dollars in the establishment of a sulphur (Peru), which should yield 2 to 3 million tons 
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a year for an investment of 100 million dollars, 
including a fertilizer plant. 

A phosphoric acid plant is to be set up in 
Colombia at a cost of 20 million dollars; it 
will use 1,500 tons of phosphate rock a day 
from the deposits at San Vicente de Chucuri, 
in the department of Santander. A start has been 
made on working a phosphate rock deposit at 
Turqueme, in the department of Boyaca, cap- 
able of yielding 300 tons per day. 


In Brazil new deposits have been found in 
the state of Pernambuco. Reserves are estimated 
at around 20 million tons, over and above the 
60 million tons already proven in the area. 


(c) Copper 


In Chile, plans to double copper production 
by 19727 absorbed 225 million dollars during 
the period 1967-68 out of a total of 500 million 
to be invested in all phases of copper mining. 


In the Oroya region of Peru a copper rolling 
mill with an annual capacity of 45,000 tons has 
been set up at a cost of 4.2 million dollars. 
Peru’s present copper reserves are estimated at 
20 million tons of metal content, or 10 per cent 
of known world reserves. 


(d) Tin 


In Bolivia, programmes to expand the tin 
mining industry, which include technological 
research to improve the processing of ore con- 
centrates, are continuing. For example, a pilot 
plant including a furnace with a capacity of 
twenty-five tons a day has been built to recover 
low-grade tin concentrates (Mining and Metal 


Research Institute—Oruro (UNDP) ). 


A concentration plant, with a capacity of 
1,000 tons a day, is to be constructed at Catavi 
to process the tailings from earlier concentrat- 
ing operations and also mine refuse. The initial 
capacity estimated for the Oruro tin smelter 
(20,000 tons per year) has been revised, and 
the construction company and the Government 
have agreed to start production at a capacity 
of 9,000 tons and to expand it subsequently to 
20,000 tons. 


(e) Iron 


Several large-scale projects were launched in 
1967 in Latin America relating to iron ore con- 
centration. The Government of Venezuela signed 


7 Usually referred to generically as the “copper 
agreements” or the “Chileanization of the copper 
industry” (see the section below entitled: State par- 
ticipation in the mining industry). 


92 


a contract with the Orinoco Mining Company to 
build an iron ore concentration plant in Ciudad 
Guayana. The plant, which is to produce bri- 
quettes, will be the first of its kind in the 
world and will manufacture a super-ore with 
an iron content of 86.5 per cent. The initial 
investment is estimated at over 50 million dol- 
lars and production capacity will be 1 million 
tons a year. The plant should take not longer 
than two years to build. There are also plans 
to build a 20-kilometre gas pipeline with a daily 
capacity of 4,500 cubic metres of natural gas. 
Initially, one third of this capacity will be 
used for operating the plant and the remainder | 
will be used for-the industrial development of 


-the Guayana region of Venezuela. Studies are 


also being made in the region with an eye to 
installing a pelletizing plant with a yearly 
capacity of 1 million tons. 


In Brazil, the Companhia Vale do Rio Doce 
began to build a pelletizing plant with a capa- 
city of 2 million tons a year. 


In Chile, studies are being made with a view 
to setting up iron ore concentrating plants at 
Algarrobo and Romeral, which would go into 
operation in 1970 and 1972 respectively. 


In Chile and Colombia, steel plants are to 
be expanded so as to bring their annual capacity 
up to 1 million and 500,000 tons of steel respec- 
tively, at a cost of 130 million and 93 million 
dollars. 

Experiments are under way in Peru with a 
view to developing a mixture of ground iron ore 
concentrate and water capable of being pumped 
for transport in tankers. Owing to the purity 
of the concentrate, natural gas could be used to 
reduce the ore directly. 


5. Importance of mining as a source of 
employment 


The statistics available on this topic are few 
and inadequate and do not provide a sufficient 
basis for an exhaustive analysis of the impor- 
tance of the mining sector as a source of em- 
ployment in the region. There are several factors 
which make analysis difficult; first, the fact 
that for some countries in the region statistics 
include the figures for petroleum, and even in 
some cases figures for activities which have 
nothing to do with mining proper, for example 
the extraction of sand and gravel; secondly, 
the lack of continuity of employment among the 
sectors making up small-scale mining which 
creates a floating mining population that is 
difficult to enumerate; thirdly, the relative inac- 
cessibility of many low-yield and _ labour- 


| intensive mining operations, which are usually 
| situated some distance away from urban centres. 


Table 10 gives an initial estimate of the 
economically active population employed in 
the mining sector (excluding petroleum) for 
a large group of countries. The entire mining 
population amounts to no more than half a mil- 
lion persons, which means it represents less 
than one half per cent of the economically 
active population of Latin America. 


Table 10 


SELECTED LATIN AMERICAN COUNTRIES: 
ESTIMATED ECONOMICALLY ACTIVE POPU- 
LATION EMPLOYED IN THE MINING SECTOR, 
1965 


pecker ery: tenes 
Country pope eae 
(thousands) (eee 
Brcentiniat yee rat. 2... 20 0.3 
MBOLIVia weiteemehs iain et vse 56 3.9 
AS razil Sects he ilste.5,« 114 0.4 
ECU oc. eesti es ss 90 3.5 
Colombia gneiss he's 65 et 
MGilyanay ose edie ois css 5 2.8 
Miexicos. <\. Semetespincs's.s.s 115 0.8 
Peru! sas epesirepis os sis. 63 1.6 
RSNA) Rae eaeie'ss-« 6 7.0 
Wereze la Phe. csaneis ere)s:2 20 0.7 


Source: ECLA estimates. 
a Excluding petroleum. 


It is clear that, even in countries in which 
mining has an outstanding place in the economy, 
the importance of the mining sector as a direct 
source of employment is not very great. In 
Surinam, which apparently has the highest rate 
of mining employment in the region, the propor- 
tion is only 7% of the total economically active 
population in Bolivia, Chile, Mexico and Peru, 
the proportions seem to be somewhat lower. 


If the more developed countries continue to 
introduce new increasingly capital-intensive tech- 
niques in the future, the prospects for the min- 
ing industry as a source of employment are 
hardly encouraging. However, the increases in 
production anticipated in some cases, e.g., in 
the copper mining industry in Chile and Peru, 
should provide more employment. In Chile, for 
example, according to a study undertaken by 


the Chilean Development Corporation (CORFO), 


manpower requirements in the mining sector as 
a whole are as follows: 


Number of 


Year persons employed Index 
[Mes igteeswasouobbonds 72,500 100,0 
UOTOMrcttatcce ce cies aa 91,750 126,5 
MOIS aiteseisiseaveVsjsletséy/ outs snsrsis 99,444 1372 
WGY saeorbacesoNoTGnt 105,664 145,7 


The increase between 1968 and 1978 will 
therefore be around 30 per cent. 


There will be an increase of some 14,000 in 
the number of persons involved in mining during 
the period above, which is the investment period 
of the “copper agreements”, under which it is 
estimated that production will double; of these 
91 per cent will be employed in large-scale cop- 
per mining. 

In terms of indirect employment, matters are 
different. Mining is an important indirect source 
of employment since it is associated with many 
activities that supply it with the goods and 
services it uses in its vertically integrated pro- 
ductive processes (fuels, transport, building 
materials, explosives, tools, some equipment and 
machinery, etc.). 


6. Exports 


The mining industry plays an outstanding part 
in the foreign trade and balance of payments of 
several Latin American countries, in terms of 
both the value of exports and the volume of 
foreign capital invested in it. 

Table 11 shows the rise in the value of 
exports of mining products in recent years. 
Particularly striking are the increases for Argen- 
tina, Bolivia, Chile and Peru, three fifths of 
which have been due to the rise in world prices 
and the remainder to the expansion of produc- 
tion and the amount of value added in the coun- 
tries themselves. In Chile there has been an in- 
crease of almost 400 million dollars over six 


_ years, while the figure for Peru is approximately 


200 million dollars. 


The share of the mining sector (excluding 
petroleum) in the total value of regional exports 
has been growing little by little in recent years. 
In 1950 it was 8.3 per cent, by 1961 it had 
risen to 12.9 per cent and in 1967 it stood at 
20.5 per cent (excluding the bauxite-producing 
countries, Cuba, Barbados and Trinidad and 
Tobago, for lack of data) (see table 12). These 
percentages are considerably higher in countries 
in which mining plays an important part in the 
economy, as for example Bolivia, Chile and 
Peru, whose exports of mining products in 
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Table 11 


SELECTED LATIN AMERICAN COUNTRIES: VALUE OF EXPORTS OF 
MINING PRODUCTS@ 


(Millions of dollars at current prices) 


Country 1961 

PWEO LITEM o Hembace.cidd qOUROd OLE CL 6.0 
Bolivia yenescciake tics systeve es iscete oss 58.4 
Brazallng \s, stuthers citys oa tetivie otetoteteiare 4 101.5 
Chilei ude csgcctece an Ue clears edo dete 440.3 
MEGSICO 4b viusroiscre sisla me sre Okey ene ie Makes 140.2 
Perit, 2/500 oe poyascinnteueleveveis ake ssroksceatates DAA, 
Venezu elartc.. sacri dsb lace sek eee 123.6 


Percentage 

1963 1967 increase 
1961-67 

22.6 19.3 221.7 
65.5 131.3 124.8 
104.2 158.4 56.0 
470.2 817.4 85.6 
181.9 170.3 21.5 
198.3 386.0¢ 11.3. 
103.4 156.9 26.9 


Source: ECLA, on the basis of official statistics. 


a Excluding petroleum. 


b These figures include costs of transport, and refining and marketing costs at place of 


destination. 
© Unofficial estimate. 


1967 were, respectively, 79, 89.4 and 51.1 per 
cent of total exports. 


In the last ten years or so the relative shares 
of certain countries exporting mining products 
has altered. Those of Bolivia, Mexico, and to a 
lesser extent Chile, show the most significant 


declines (see table 13). In contrast, other coun- 
tries such as Brazil, Peru and Venezuela have 
stepped up their share of such exports appreci- 
ably. By 1967, Peru’s share had reached 20.8 per 
cent (compared with 5.8 per cent in 1950), 
mainly due to increases in copper and iron 


Table 12 


LATIN AMERICA:2 SHARE OF THE MINING SECTOR> IN TOTAL EXPORTS 
OF EACH COUNTRY 


(Percentages) 

Country 1950 1961 1966 1967 
Argentina sis: semis emt otis heen 0.2 0.5 0.9 13 
Bolivia weet., Stacks i ees se 85.8 73.6 86.4 79.0 
Chiles*as i Bee. Oh Oa eee 80.6 84.1 87.5 89.4 

Coloinbia 25207 A ee ee 0.3 0.3 1.0 
Bewador’ i:)4. et seas eee eee 0.02 0.1 0.2 efeig 
Mexico. Sarat etlenies meme eee 25.8 15.8 16.7 14.9 
Pritt Sassy rte Soste tee oer era 14.8 39.3 47.6 51.1 
Uruguay: eo seer terrae 0.1 0.2 5 es 
Venezuela ne setlist ashi eee — 5.0 6.2 6.1 

Totat LAFTA countries¢ 8.9 13.8 18.8 

Total (GAGM countriesses.c.-. ela 0.2 1.6 23 
Other ycountries® (treacle cey-yalete or 0.2 Sw 4.4 94 
Torau Latin America 8.3 129 17.2 20.5 


Source: ECLA, on the basis of official statistics. 
a Excluding Barbados, Cuba, Guyana, Jamaica, Surinam and Trinidad and Tobago, for 


which no data are available. 
b Excluding petroleum. 


¢Including the figure for Paraguay which, because of its small volume of mining ex- 


ports, is not listed separately. 
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Table 13 


LATIN AMERICA:2 SHARE OF EACH COUNTRY 
OF MINING PRODUCTS» 


IN REGIONAL EXPORTS 


share of ores and concentrates 


(Percentages) 

Country 1950 1961 1966 1967 
PSEPO MINA Meta doit sls S320 ge ec oe 0.5 0.4 0.8 1.0 
SGIVA GM Re Salo cbiores Perec heles sos 16.5 5.1 7.0 7.0 
Sanz! 32a: cuene Bee eee 2.9 9.5 9.4 9.0 
NUEISPC MMWR ery. Strict cs crels Seles’. wcls 46.4 40.5 41.8 43.8 
Cs on 25 616 ¢ SOE e eT Ieee 0.3 0.1 0.2 howe 
OV okeue | SRE: ORs ae 27.3 12.4 11.1 9.1 
EL CGUMM RT PI tae eu oh ants Sie Se OL eee 5.8 18.5 19.7 20.8 
NESINSAHE RIVED «5214 Sets «Shs Fhe ce tals ~- 11.6 8.0 8.4 

Torat LAFTA countries¢ 99.8 98.3 98.3 
Total CACM countries ............ 0.1 0.7 1.1 
Other Latin American countries .... 0.01 1.0 0.6 Ee 

Tota Latin America 100.0 100.0 100.0 100.09 


Source: ECLA, on the basis of official statistics. 
a Excluding Barbados, Cuba, Guyana, Jamaica, Surinam and Trinidad and Tobago, for 


which no data are available. 
b Excluding petroleum. 


¢ Includes the figures for Ecuador, Paraguay and Uruguay which, because of their small 
yolume of mining exports, are not listed separately. 


d Approximate figure. 


production. Brazil’s and Venezuela’s shares rose 


to 9 and 8.4 per cent respectively (as against 


2.9 per cent and an insignificant figure in 1950), 
largely owing to the boom in both countries’ 


iron ore exports. 


The countries members of the Latin Amer- 
ican Free Trade Association (LAFTA) account 
for over 98 per cent of the region’s total exports 
of mining products, but intra-regional trade is 
not very active. 

The composition of exports has changed some- 
what in the region’s favour (see table 14). There 
have been increases, at times of appreciable size, 


in exports of more highly processed products 


from such countries as Argentina, Bolivia, Chile, 
Colombia and Uruguay. The increment in the 
in the total 
figures for Latin America is mainly due to the 
fact that Brazil and Venezuela have become 
exporters of iron ore; the share of semi- 
processed products has consequently declined. 


The share of iron and steel products in exports 
of processed and semi-processed mining pro- 
ducts is substantial in Brazil (over 95 per cent 
for both types), Argentina (39 per cent for 
semi-processed and 95 per cent for processed, 
but mainly using imported raw materials and 


products), Mexico (65 per cent for processed) 
and Venezuela (100 per cent for semi-processed). 


7. State participation in the mining industry 


In recent years the State has tended to play 
a greater part in mining activities in Latin 
America, as regards both the mining of ore, 
and production. 


This tendency, which has also led to greater 
involvement by the State in the conservation of 
mineral reserves, nationalization, and legal mea- 
sures to protect reserved areas, has left its 
imprint in several Latin American countries. 


Some of the measures it has taken are de- 
scribed below for purposes of illustration. 


1952. = Nationalization of the tin mines in 
Bolivia, with the Bolivian Mining 
Corporation (COMIBOL)—the State 


enterprise—made__ responsible for 
operating them. 


1960 Adoption in Venezuela of a policy of 
“no more concessions” especially 


for iron and nickel. 


1960-61 Nationalization of the nickel, copper, 
manganese, iron and other mines in 
Cuba, culminating in the establish- 
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ment of the Ministry of Mining, 
Hydrocarbons and Metallurgy. 


| 1956-66 Establishment of restrictions on ex- 
ports of sulphur in Mexico, under 
which sulphur exports could only be 
increased if at the same time the 
the amount of known reserves in- 
creases. As a result, sulphur reserves 
had grown to 55 million tons by 
1968, or more than double the 
amount proven at the end of 1954. 


Enactment of the Copper Agreements 
| in Chile, under which the State be- 
came a partner of the major mining 
companies in order to increase cop- 
per production. 


With regard to copper, Chile’s experience 
_ has two important aspects: (a) the existence of 
the Empresa Nacional de Mineria, whose spe- 
_ cific function it is to promote and support small- 
“scale mining—the least productive sector in 
the country; and (6) the policy initiated con- 
currently with the enactment of the Copper 
Agreements in 1966, under which the State 
enters into partnership, as a shareholder, with 
three large mining companies to step up copper 
mining and refining. 


In the former case, the State enterprise buys 
ore from private companies and processes it 
/ at its concentration plants and two State-owned 
| smelters, one of which is capable of electro- 
lytic refining. 


_ In the latter case, there is a partnership be- 
| tween the State and private enterprise which, 
because of the economic importance of the pro- 
duction that it will control in the near future, 
and also because of its institutional aspects, is 
‘worth looking at in some detail. 


_ The agreements were concluded with the 
_ Anaconda group, the Kennecott (Braden) Cop- 
per Company and the Cerro de Pasco Corpora- 
tion and relate to the .exploitation of the 
| Exética, El Teniente and Rio Blanco mines 
respectively, 


_ The agreements also provide for a comple- 
_ mentary plan to develop the medium- and small- 
' scale mining industry. 
Million 
dollars 
The following investment is planned: 
Agreements covering large-scale mining .... 420 
Plans for medium- and small-scale mining .. 100-130 


The State will hold 51 per cent of the shares 
in the El Teniente company (Kennecott-Braden) , 
25 per cent in the Exética company (Anaconda) 


and 25 per cent in the Rio Blanco company 
(Cerro de Pasco Corporation.) ® 

The final aim of these agreements is: (a) to 
imerease copper production to almost double its 
present figure by 1970 and (6) to increase the 
proportion of processed products to 50 per cent 
by 1970, as against 25 per cent in 1965. 

In Bolivia, the Bolivian Mining Corporation 
(COMIBOL) which was established as a result 
of the nationalization of the tin mines owned 
by three large mining groups, controls more 
than three fifths of Bolivian tin mining, and 
more than half of the wolfram and antimony 
mining. 

In Brazil, the Vale do Rio Doce company 
controls more than 70 per cent of the iron ore 
mining. 

In Venezuela, the Government agreed with 
the Orinoco Mining Company to build an iron 
ore concentration plant to produce briquettes 
with an iron content of 86.5 per cent and pos- 
sibly a million tons of pellets a year at a later 
stage. The total investment is estimated at 50 
million dollars, and Venezuela may put up 25 
per cent of the capital. 

In the cases described above, State action has 
either assumed the form of a take-over, as with 
nationalization, or of participation, when 
entering into partnership with private enter- 
prises. This does not hold good of Mexico, 
where legislation has been designed to safeguard 
State participation in mining, with a holding of 
not less than 51 per cent, when the Federal 
Government considers that this is desirable for 
the future growth of the mining industry. 


8. World price trends for certain metals 


over the past decade 


When it comes to the marketing of most 
mining products, it is common for prices to be 
unstable and for the countries of the region to 
have little direct say in fixing prices on world 
markets. It should also be remembered that 
countries have a relatively smaller economic 
return when their mining products are not ex- 
ported in the form of refined metals. 

The instability of world market prices, due 
to factors both inside and outside the region 
(production cutbacks, strikes, imbalances in 
the reserves of the consumer countries, eco- 
nomic vicissitudes, wars, etc.) often creates 
serious foreign trade problems in countries 


8 When this paper was already in course of publica- 
tion, the Chilean Government came to an agreement 
with the Anaconda company to nationalize the instal- 
lations at the large mines of Chuquicamata and El 
Salvador in two stages. 
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which depend primarily on mining for their 
foreign exchange earnings. 


Nevertheless, for a significant proportion of 
the metals traded on international metal ex- 
changes, the instability of prices over time 
does not automatically mean that there are ap- 
preciable changes in total supply, since the 
large enterprises in the region can, within cer- 
tain limits, survive relatively frequent price 
cuts without having to reduce production. This 
is not true, however, in other strata of produc- 
tion, especially in small-scale mining, where a 
fall in prices may paralyse work on a massive 
scale if the State does not step in and help. 


In recent years the Latin American countries 
have to some extent become more aggressive, 
either by intervening directly in the establish- 
ment of prices, as, for instance, Chile in the 
case of copper, or by participating in interna- 
tional bodies whose basic purpose is to regulate 
prices. These bodies have memberships com- 
prising either producer and consumer countries, 
or producer countries alone,. and include the 
International Tin Council, the International 
Lead and Zinc Study Group and the recently 
established Inter-Governmental Council of Cop- 
per-Exporting Countries (CIPEC). 


Generally speaking, these bodies have been 
able to exert a certain stabilizing influence on 
markets, and their effectiveness has been pro- 
portional to the share they represent of world 
production capacity of the metal concerned. 


Some of the price fluctuations that have oc- 
curred for the region’s main products are shown 
below. 


(a) Aluminium. Over the past decade alu- 
minium prices have been relatively stable on 
the domestic markets of the industrialized alu- 
minium-producing countries. 


On the New York market prices in 1968 
were 8 per cent higher than in 1955. During 
that period the greatest variation in average 
annual prices was 4.9 dollar cents per pound 
between 1963 and 1957. In 1957 the price 
reached a peak and then gradually fell to 22.3 
cents in 1963, rising to 25.6 cents in 1968 
(see figure I). 


A feature of bauxite marketing in the pro- 
ducer countries of the region is the fact that 
there are no organized international markets 
trading in bauxite and that the prices vary a 
great deal. The latter is basically due to the 
fact that dealings in bauxite depend on the 
alumina content, the impurities present (iron 
oxide, silica, etc.), the physical and mechanical 
properties, size and length of contracts, etc. 
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Figure I 
LATIN AMERICA: BAUXITE PRODUCTION ANI 
PRICES 


(Natural scale) 


Dollar cents 
per pound 


Millions 
of tons 


1955 56 57 58 59 60 6! 62 63 64 65 66 67 68 


—=——— Production (bauxite) 
weooee Prices New York (aluminium) 


Moreover, the majority of the large interna 
tional companies producing aluminium also con 
irol the region’s principal bauxite mines, an¢ 
can thus fix artificial prices for their products 


(b) Copper. Over the period 1955-68 coppe! 
was one of the metals with the greatest pric 
fluctuation on world markets. On the Londor 
market its price in 1968 was 28 per cent highei 
than in 1955 while average annual prices fluc 
tuated between a low of 0.247 dollars (1958) 
and a high of 0.695 (1966)—a range of ap 
proximately 180 per cent. On the New Yorl 
market, the sales prices varied less than on the 
London market, and were 28.6 per cent higher 
in 1966 than in 1955, with a maximum range 
of approximately 10 per cent between the aver 
age prices for 1958 and 1968 (see figure II). 


From 1964 onwards, the gap between price: 
on the New York and London markets, whic 
had traditionally remained at less than 5 cents 
began to widen appreciably. In 1964 the dif 
ferential was 12.9 dollar cents (31.02 in New 
York and 43.97 in London); by 1966 it hac 
risen to 19.95 cents (49.5 in New York anc 
69.5 in London), and in 1968 it was almost 
normal again at close to 6 cents. Because o! 
these sizable differences in the price of copper 
London market prices have had an increasing 


Figure II 
LATIN AMERICA: COPPER PRODUCTION AND 
PRICES 


(Natural scale) 


Dollar cents 
per pound 


Thousands 
of tons 


o 1955 56 57 58 59 60 61 62 63 64 65 66 67 68 2 


Production 
we eae Prices London Metal Exchange 
eee Prices New York 


influence on the prices of the region’s copper 
exports, especially those from Chile. 

__ In 1968 the Inter-Governmental Council of 
Copper-Exporting Countries (CIPEC) was es- 
tablished, comprising Chile, the Congo, Peru 
and Zambia (which together account for close 
to 70 per cent of the western world’s copper 
_ exports). Its main aim is to develop machinery 
| to enable producers to market copper more 
_ profitably. 

(c) Tin. There has been very litile difference 
_ between tin prices on the New York and London 
_ metal markets. Over the period 1955-68 there 
were some sizable fluctuations and a net rise 
of 53 per cent on the London market. In 
| average annual terms, prices fluctuated between 
a low of 0.919 dollars a pound in 1958 to a high 
of 1.766 in 1965—a variation of almost 92 per 
cent (see figure III). 

These fluctuations show. that one of the fun- 
damental purposes of the International Tin 
_ Council (ITC) (established by the main produc- 
ers and some large consumers), which is to sta- 
| bilize tin prices, has not been satisfactorily ful- 
filled. Its failure to do so is probably due, 
| inter alia, to the fact that ITC’s buffer stock 
| in tin and cash holdings, equivalent to 20,000 
) tons of tin, has turned out to be inadequate. 
} In addition, the United States Government has 
| sometimes caused adverse market repercussions 
} by releasing tin from its reserves through its 
) General Service Administration. 

(d) Lead. The average annual price of lead 
on world markets fell by 12.5 per cent between 


1965 and 1968, and also fluctuated considerably 
during that period. The highest differential 
was 6.4 dollar cents on the New York metal 
market (1966: 16.03 cents; 1962: 9.63 cents), 
which is a maximum variation of the order of 
65 per cent (see figure IV). 


(e) Zine. World zinc prices in 1968 rose by 
10 per cent over their 1955 figure. During that 
period the most extreme fluctuations were in 
1958 (10.3 dollar cents per pound) and 1966- 
67 (14.5 cents), giving a maximum variation 
of some 41 per cent (St. Louis Exchange, 
United States (see figure V). 


Generally speaking, the prices of the main 
metals which Latin America sells on world 
markets made an excellent recovery in 1963-66, 
and in 1966 were at their peak for the period 
1955-68, with the exception of aluminium which 
never exceeded the top figure reached in 1957. 
However, in 1967 its prices shaded downwards 
except for copper. The high prices obtained over 
the past five years were probably due to the 
boost in demand caused by the armed conflicts, 
and the decline in supply as the result of lengthy 
labour disputes in some producer countries. 


Figure III 
LATIN AMERICA: TIN PRODUCTION AND 
PRICES 


(Natural scale) 
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9. Investment 


Insufficient data are available for an evalua- 
tion of total mining investment in Latin Amer- 
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Figure IV 


LATIN AMERICA: LEAD PRODUCTION AND 
PRICES 


(Natural scale) 


Thousands Doliar cents 
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ica. The only more or less complete information 
to hand relates to foreign investment, especially 
that of the United States and, more recently, 
Japan, which in the aggregate constitutes almost 
all the foreign capital invested in the sector. 
There are grounds for assuming that in the 
region as a whole domestic investment reaches 
substantial figures. With few exceptions, it is 
placed in medium- and small-scale mining, 
whereas in the case of the large companies 
almost all investment comes from abroad. 


In 1965, the cumulative investment of the 
United States and Japan in Latin America’s 
mining sector (including metallurgy) totalled 
about 1,300 million dollars (see table 15). Out 
of this total, the United States accounts for 
approximately 1,100 million dollars, a sum 
which represents roughly 30 per cent of the 
United States investment in mining outside its 
own territory. More than two thirds of United 
States mining investment in the region is con- 
centrated in Chile (46 per cent) and Peru (24 
per cent). 

Japan’s cumulative investment from 1951 
to 1965 amounted to about 200 million dollars 
by the end of the period, and was mainly con- 
centrated in Brazil and Peru. Its approximate 
share in total foreign investment as shown in 
table 15 is, therefore, 12 per cent, but increases 
when investment in 1966-68 (estimated at 20 


100 


million dollars) is taken into consideration 
together with plans for the next few years. 
In 1958-67, the United States’ annual in- 
vestment in Latin American mining followed 
a downward trend, and by 1967 was less than 
half the amount invested in 1958 (see table 16). 
Furthermore, according to data published by 
the United States Department of Commerce,® 
most of this capital was drawn from funds 
constituted by depreciation and depletion al- 
lowances, and a net outflow of capital took 
place almost every year during the nineteen- 
sixties. The net result was a decrease of about 
150 million dollars in cumulative direct invest- 
ment between-1958 and 1965. Probably, how- 
ever, the slow recovery observable from 1965 
onwards has speeded up in recent years and 
will be maintained in the near future, to judge 
from the investment programmed for Latin 
America (for example, in Chile, under the 
agreements on large-scale copper mining). 


Any attempt to evaluate the significance of 
the sources of external financing (loans from 
international organizations) should really be 
preceded by an analysis of domestic investment 
(for which, as previously stated, no data are 
available), since it is this investment that mainly 
benefits by the loans. Purely for illustrative 
purpose, however, table 17 has been prepared, 
showing the loans granted by international 
financing agencies to Latin American mining 
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Figure V 


LATIN AMERICA: ZINC PRODUCTION AND 
PRICES 


(Natural scale) 
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Table 15 


LATIN AMERICA: CUMULATIVE FOREIGN INVESTMENT IN 
MINING AND SMELTING 


(Millions of dollars) 


Country 


United States 
Japan 


i a 


1959 1962 
1,099 


1963 1964 1965 
1.093 1,104 1,114 
160 

1,274 


Source: United States: United States Department of Commerce, Survey of Current 
Business (September issues); Japan: Inter-American Development Bank (IDB), Boletin de 


la Integracioén (August 1968). 
4 Excluding petroleum. 


enterprises during the past ten years. It will 
be seen that slightly more than half the total 
amount was channelled into State agencies. An- 
other point worth noting is that the Special 
Fund Component of the United Nations Devel- 
opment Programme, since its establishment, has 
provided capital for pre-investment studies, 
which by 1968 totalled nearly 18 million dol- 
lars, excluding the counterpart contributions of 
the beneficiary Governments. 


Table 16 


LATIN AMERICA: UNITED STATES EXPENDI.- 
TURES ON PLANT AND EQUIPMENT IN MINING 
AND SMELTING2 


(Millions of dollars) 


Year Expenditure 
WES 2 Po Gi aaa a 420 
By eet Tre eT ING RTI. Ste VT ALZN da Sede 437 
JESU Gee Me Je ge 426 
OH PRT rca cos) os byes bs 0 G0 ecere 320 
YAR SB gah =) GSEs See 395 
OEE POIRIER = ciiishs leis «ola e+ oiesde c ais 343 
REAM ec ec ce cjsrccsseseee 123 
| LE Seec has 0.3. he ion RSE ic ae ae ee ee 160 
BOOM TERI Mr tI leo als we! slera stan see s 214 
LT PTO Mere eae sis 5:nic)0\e.c\0)¢,1s)9 6,5 3 «10 02 193 


Source: United States Départment of Commerce, 
Survey of Current Business (September 1962 and Sep- 
tember 1966). 

a Excluding petroleum. 


III. Matn pRoBLEMS OF MINING DEVELOPMENT 
IN LatTIN AMERICA 


__ The level of development reached so far 
' by many of the Latin American countries has 
_ been closely linked to the extent and efficiency 
| of the use they have made of their natural 
resources (soil; water, forests, fisheries, mineral 
deposits, fuels, etc.). In relative terms, the total 
contribution of such resources to the gross prod- 
uct is greater in the less developed countries 


than in those which are more highly industrial- 
ized; according to some estimates it is as much 
as 25 per cent in the former and drops to 5 
per cent in the latter group.?® In the past ten 
years, however, as pointed out above, only in 
four or five countries of the region has mining 
(excluding the petroleum sector) played a major 
role in their respective economies. 

Given the present level of development in the 
region, mineral resources, besides providing 
the raw material essential for certain industries, 
will continue to represent, for some countries, 
their principal source of foreign exchange in 
the immediate future. In the countries in ques- 
tion, the rate of imports of capital goods (es- 
sential for industrial development) is condi- 
tioned by the expansion of mining production. 
In others, a similar expansion might serve to 
strengthen their foreign trade balances, both 
through increased exports and through import 
substitution. 

Several problems are hampering the devel- 
opment of the sector, however, and preventing 
it from making a more effective contribution 
to Latin America’s economic and social devel- 
opment. Those deserving special mention are 
discussed below. 


1. Lack of institutional and legal structures to 
accelerate the development of mining 


In most of the Latin American countries the 
authorities evince keen interest in assuming a 
more active role in mining activities. Never- 
theless, legislation and institutions which are 


10 See Theodore W. Schultz, “Natural Resources 
and Economic Growth” paper presented at the con- 
ference co-sponsored by Resources for the Future, Inc. 
and the Committee on Economic Growth of the Social 
Science Research Council (Ann Arbor, Michigan, 7 
to 9 April 1960): and J. Grunwald, “Resource Aspects 
of Latin American Development”. In: Natural Re- 
sources and International Development (Baltimore, The 
Johns Hopkins Press, 1964). 
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Table 17 


LATIN AMERICA: LOANS EXTENDED TO THE MINING SECTOR# 


(Thousands of dollars approved) 
SS ee 


United 


Nations 
Develop- 
ment United Inter- 
Programme States American 
(Special Export- Govern- Develop- 
Fund Import- ment ment 
Component) Bank agencies Bank 
Country 1959-68 1958-66 1958-60 1961-67 Total 
Argentina [ish cms. ce cite one tee 2,325.3 — — — 2,325.3 
Bolivian Ganesan ceca nee 3,883.6 — 10,400.0 7,360.0 21,643.6 
Brazil © cas dis nateslescis ove etaaeevesloes 595.1 12,440.0 — 28,800.0 41,835.1 
Ghile  3ciss|sccsts os oro ereiaelene vier 4,412.9 45,625.0> =>. — 50,037.9 
Colombia wih otetsisise cisijesiassie a 216.5 — 2,000.0 — 2,216.5 
Costa; Rica}. st aptsoott toms kolesis 711.1 — — — 711.1 
Ecuadotesyh). fedise..tentesins anes 819.6 — — _ 819.6 
SIE Salvadorih Wa.ct pees Gd tee 1,595.5 -- — — 1,595.5 
Guatemala ti 28s Fe Iath, hea 807.7 — — 807.7 
Mexico’ 0 Bakes. gate ate see 896.6 5,000.0 — — 5,896.6 
Nicaraguar mac cnt. osecameratcere 738.5 — —- — 738.5 
Panama: 5 reit ote cave ola cy sreterertie tereuste 829.6 _— — _- 829.6 
Pern Vovairte dca cattc tae secrete a — 26,782.0> — — 26,782.0 
ToTaL 17,832.0 89,847.0 12,400.0 36,160.0 156,239.0 


Source: ECLA, on the basis of miscellaneous data. 


not conducive to this end still survive in sev- 
eral countries of the region. 


This state of affairs is chiefly reflected in the 
absence or weakness of agencies concerned with 
such essential means of vitalizing and rationaliz- 
ing the use of mineral resources as, inter alia, 
basic technico-economic research in fields re- 
lated to the sector (geology, methods of extrac- 
tion, metallurgy, costs, etc.); formulation of 
policies; co-ordination of activities; technical 
assistance and promotion; market studies; up- 
dating of mining codes; preparation of mining 
statistics, censuses and inventories; and voca- 
tional training. 


2. Fragmentary nature and slow progress of 
geological and mining knowledge regarding 
some areas and mining products of the 
region 


It is because most national authorities in 
Latin America fail to realize the practical im- 
portance of this branch of knowledge that in 
some countries there are no agencies engaged 
in geological and mining research, and that 
where they do exist their activities are gen- 
erally cramped by budget considerations. The 
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a Excluding petroleum. 
b Loans to the private sector. 


immediate consequence is a lack of properly 
qualified personnel by whom contemporary eco: 
nomic theory and technical know-how can be 
taught or applied at the intermediate and lowe! 
levels of the mining sector. 

There is a scarcity of plans for more or less 
integrated geological and mining research in 
selected areas which would facilitate optimum 
use of mineral resources and would help te 
diversify mining activities in certain countries 
at present regarded as producers of a single 
commodity. 


3. Shortage of domestic funds and deficient 
organization of enterprises 


The shortage of domestic funds is particularly 
marked in the public sector of most of the 
Latin American countries, since their Treasuries 
invariably have to meet all sorts of high. 
priority requirements at the same time (in the 
fields of health, education, communications, 
transport, energy, preservation of law and order 
and frontier surveillance, etc.). It is partly for 
this reason that the heavy investment entailed 
by large-scale mining activities is generally 
undertaken by foreign private enterprise, which 
also possesses the requisite technical know-how. 


The technical efficiency of enterprises of small 
and medium size—usually based on domestic 
private capital—is often limited for want of 
the financial resources required in order to 
attain more advanced stages of development. 
Furthermore, since there is always an element 
of risk in mining operations (the smaller the 
amount of geological information available, 
the greater it will be), and since in some cases 
ihey are liable to be reduced in scale or sus- 


pended on account of the price fluctuations to 


which mining products are subject, entrepre- 
neurs sometimes prefer to transfer their profits 
to other sectors of the economy, with the result 
that mining capital dwindles still further. 


Moreover, it frequently happens in the min- 
ing industry, as in other economic activities in 
Latin America, that organization has not pro- 
gressed at the same pace in domestic enterprises 
as in similar concerns in other more developed 
countries or regions with which they have to 
compete on world markets. 


4, Inadequate participation of government 
agencies in the marketing of mining products 


In some of the ore-exporting countries, gov- 
ernment circles do not devote enough interest 
and attention to ensuring that international 
market studies are carried out which would 
enable them to ascertain with great accuracy, at 
any time, the outlook in respect of the factors 
that determine prices. Such studies would 
afford a basis not only for the salutary regula- 
tion of marketing practices in private enter- 
prise, but also for the timely adoption of of- 
ficial measures whereby temporary advantages 
or disadvantages deriving from the factors in 
question could be turned to account or pal- 
liated. 


5. Insufficient degree of vertical integration 
-and application of modern techniques in 
some mining sectors 


Although in large-scale mining the application 
of up-to-date techniques has brought metallurgy 
to an advanced stage of development in some 
Latin American countries, especially where cer- 
tain metals are concerned, in some cases smelt- 
ing and refining are still carried out extra- 
regionally, so that the producer countries are 


deprived of substantial sources of income and 


prevented from increasing their foreign ex- 
change earnings. Medium- and small-scale min- 
ing enterprises export their output in the. form 
of ores and concentrates, and only a small pro- 
portion undergoes metallurgical processing 
within the region. 


In short, the degree of processing and the 
techniques applied are far from optimum in 
broad sectors of mining activity in the region, 
especially in the case of certain ores, such as 
iron, bauxite and tin. 


IV. PossisLE OBJECTIVES AND PROSPECTS 


The formulation of policies in any field of 
action is the exclusive prerogative of each 
country. Moreover, even though problems com- 
mon to several countries may be identified, in 
each case they are marked by unique character- 
istics and attendant circumstances which call 
for individual treatment. A careful study should 
be made of the relations between every coun- 
try’s mining economy and its economic and so- 
cial development. Among the mining develop- 
ment objectives pursued, the following deserve 
special mention: 

(a) Practical and realistic assessment of the 
potential of the most important mineral re- 
sources and the economy and social develop- 
ment prospects opened up by their exploita- 
tion; 

(6) Promotion of mining production, on 
lines compatible with the over-all development 
opportunities afforded by mineral resources, 
through application of the methods advocated 
by current technology and economic considera- 
tions, as well as of State regulations and con- 
trols to ensure the efficient management of the 
resources in question; and 

(c) Achievement of the highest economically 
viable degree of local processing of mining out- 
put. 

These objectives are consistent with the other 
more general aims pursued by all countries, 
ie., continuing development, high employment 
levels, price stability and balance-of-payments 
equilibrium. They are linked to several prob- 
lems which must be briefly reviewed. 

In some countries of the region, the compe- 
tent authorities do not seem to have displayed 
enough interest in taking full advantage of the 
dynamic impetus which the mineral resources 
available could give to the economy. In others, 
attention has been concentrated on one or 
two products, and the development potential 
of others has been neglected. 

Both these attitudes would appear to derive 
from insufficient knowledge of the resources at 
the country’s disposal and of the practical pos- 
sibilities which their development would open up 
for the economy. 

It should be recalled that contemporary tech- 
nology offers relatively rapid prospecting meth- 
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ods which permit of systematic search, thus 
eliminating the strong element of chance in the 
work of direct prospectors. 


Stage-by-stage planning, based on research 
in increasing depth (so that one stage may 
serve as the basis or the technical and eco- 
nomic justification for the next) makes it feas- 
ible to programme the attainment of a specific 
level of knowledge of available resources and 
of the economic possibilities for their devel- 
opment within reasonable time-limits and at 
reasonable costs. 


Only on the basis of properly substantiated 
knowledge of available mineral resources and 
the economic viability of working them can 
this sector and its true potential be incorporated 
into a national development plan. As over-all 
planning decisions involve less responsibility 
than decisions with respect to the investment 
that should be effected in the immediate future, 
the basic data do not need to be particularly 
precise; on the contrary, very meticulous re- 
search at the stage of the over-all studies is a 
waste of time and resources. 


It should be recalled that the United Nations 
Development Programme is doing valuable 
work in connexion with this type of research in 
several Latin American countries. 


The second objective implies that once the 
true scope and nature of the benefits that may 
accrue to economic and social development from 
mining activities have been established, a clear- 
cut policy should be formulated for the promo- 
tion of the sector, which will not only mean 
that large mining enterprises can be developed, 
but will also provide guidance and stimulus 
for medium- and small-scale enterprises. 


The mere consideration that mineral resour- 
ces are not renewable might seem to advocate 
developing them very gradually, with due regard 
to the long-term as well as to the present re- 
quirements of the community. From the eco- 
nomic standpoint, however, the concept of the 
“conservation” of non-renewable natural re- 
sources current in the literature of the subject 
implies determining appropriate rates of ex- 
ploitation in relation to a pre-established devel- 
opment policy; and in this connexion, the au- 
thorities responsible in each country for the 
formulation of mining policies and the estab- 
lishment of objectives should carefully weigh 
two important aspects of the question. 


The first relates to the apparent dispropor- 
tion between the immense size of the region’s 
reserves of some minerals and the extent to 
which they are currently worked, 
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The second concerns the replacement of a 
resource kept idle in the bowels of the earth, 
and therefore marginal to economic life, by 
capital goods and infrastructure projects (in- 
duced effects of mining production), which 
make an immediate contribution to the contin- 
uing generation of wealth and to the improve- 
ment of employment levels, with the consequent 
rise in levels of living. 


Since, in the first place, world market prices 
of ores are subject to many factors beyond the 
control of a specific exporter country, and, 
secondly, mining production is influenced by 
factors that are highly sensitive to local gov- 
ernment decisions, mining policies should be 
formulated within a well-defined framework of 
over-all economic policy, and a careful study 
should be made of the ways in which the 
former might be affected by any change in the 
latter. Special stress must be laid on the close 
linkage between mining policies and exchange 
foreign trade and labour policies. 


The suggestion that the promotion of min. 
ing production should be subject to State reg- 
ulation is intended to underline the desirability 
of maintaining this type of control. At the 
same time, once the benefits which the promo- 
tion of mining activities will signify for the 
economy and for social development have been 
assessed, the only cases in which obstacles 
might be placed in its way would be those 
really involving external intervention in gov- 
ernment planning. In other words, while for- 
eign private enterprise may play an important 
role in supplementing local efforts to explore 
and develop the region’s mining resources, it 
will be for the country concerned to establish 
and enforce such norms as it may deem equit- 
able and conducive to rapid economic and 
social development. 


The intention implicit in the third objective 
mentioned—i.e., ore minerals should undergo 
the highest possible degree of processing in 
their country of origin—is to maximize theit 
contribution to the national product. For ex- 
ample, in the case of mining exports, the value 
added would be higher with the ensuing in. 
crease in foreign exchange earnings, and subse- 
quently the costs of transport to the consumer 
markets would be minimized by the elimination 
of the gangue. Moreover, the materials required 
for the promotion of manufacturing industry 
would be available locally. 


11The aim should be to ensure that even such 
parts of the over-all infrastructure induced by mining 
production as are geared to mining itself fulfil broader 
multiple functions. 


Action on these lines should be adjusted to 
the real world market situation (demand and 
trade restrictions), and consideration should 
also be given to the possibility of financing, in 
local currency and foreign exchange, the neces- 
sary investment in smelters and refineries and 
in industries producing the other essential in- 
puts. Here it should be recalled that for many 
metallurgical processes a great deal of energy 
—mainly electric power—is needed, as well as 
considerable quantities of water, often with 
very definite physico-chemical properties. Con- 
sequently, feasibility studies should take into 
account the requisite investment in power sta- 
tions, in reservoirs, conduits and water treat- 
ment plants, and in all the necessary infra- 
structure projects. 


Production prospects 


Unfortunately, data on plans and _ projects 
for the expansion of the mining industry in 
the Latin American countries over the next 
ten years are very far from complete. Similarly, 
estimates of the value of mining output are 
highly unreliable, although there can be no 
doubt that their fulfilment will largely depend 
_upon the relevant world market quotations. 

It is commonly considered that the high 
prices quoted for metals today—mainly as the 
result of international conflicts and labour un- 


_ rest—would decline if these causes were re- 


moved. Similar effects are likely to derive 
from the increasingly keen world market com- 
petition among countries exporting mining 
products, as well as from the progress of tech- 
nology and economies of scale in exploration, 
extraction, metallurgy and transport, and the 
emergence of alternate materials which are 
superseding the metals traditionally used for 
given purposes. On the other hand, the rapid 
growth rate of world population, the improve- 
ment in income levels and distribution, the 
scientific and technical advances which broaden 
the fields of consumption of minerals, etc., 
should prevent prices from dropping unduly 
low. 

On the basis of certain official data, various 
publications and the opinions of local technical 
experts working in the mining sector, a few 
estimates have been prepared, which give a 
purely approximate idea of production pros- 
pects for specific ores, up to 1980, in the coun- 
tries where mining is most important. 

Bolivia. In 1967, the value of mining ex- 
ports was 131 million dollars.1? Of this amount, 


12 This figure includes costs of transport and costs 
of refining and marketing at points of destination. 


approximately 70 per cent corresponded to tin 
ores (27,400 tons); 8 per cent to tungsten 
(1,900 tons) ; 5.1 per cent to silver (141 tons) ; 
4.9 per cent to antimony and copper (11,500 
and 6,300 tons, respectively); and approxi- 
mately 3.5 per cent to lead and zinc (20,300 
and 16,700 tons, respectively). 

By 1980, it should be technically and eco- 
nomically feasible (on the assumption of bal- 
anced development) to expand production of 
tin and lead by 50 per cent; that of tungsten, 
silver and antimony by 80 per cent; and that of 
zinc by as much as 400 per cent (Mina Matilde 
project). 


Irrespective of the expansion of production 
and possible price fluctuations, Bolivia should 
profit more substantially by its tin production 
once the national smelter enters operation, as 
the value added of the exported product will 
then be higher, and railway and maritime 
freight costs will be appreciably reduced by 
the elimination of the gangue. 


Brazil. In 1966 total mining output reached a 
value equivalent to 280 million dollars,’ esti- 
mated on the basis of international quotations. 
Iron accounted for 64 per cent of this amount, 
with 23.3 million tons of ore; and manganese 
and coal for 14 per cent each, with 1.5 million 
and 3.4 million tons respectively. 


In the same year, mining exports totalled 
143 million dollars. According to estimates, by 
1980 it will be technically and economically 
feasible to produce more than twice as much 
iron as at present and to increase production 
of manganese by approximately 30 per cent. 


Chile. The value of mining output amounted 
to a little over 800 million dollars in 1967, of 
which 85 per cent corresponded to copper, 
nearly 9 per cent to iron and less than 4 per 
cent to nitrate. The metal content was 645,000 
tons in the case of copper, 6.5 million tons in 
that of iron, and 870,000 tons in that of nitrate. 


According to the plans extant, outstanding 
among which are those envisaged in the copper 
agreements, it is estimated that in relation to 
the 1967 figure copper production may increase 
50 per cent by 1970 and 100 per cent by 1972; 
thereafter, up to 1980, the rate of expansion is 
expected to be much slower. 


Iron output in 1980 may exceed that of 1967 
by 30 per cent, provided mainly that concen- 
tration and pelletizing plants are installed. 
Nitrate production is expected to remain un- 


13 At the free exchange rate of 2.22 cruzeiros to 
the dollar. 
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changed or decrease slightly, for want of mar- 
kets. 


Apart from possible price fluctuations, the 
value of copper and iron production should in- 
crease faster than the actual volume of output, 
since the percentage of local electrolytic refin- 
ing of copper is expected to rise, and iron 
concentration and pelletizing plants will prob- 
ably be constructed. 


Mexico. To judge from the available data, 
up to 1980 the growth of the mining sector as 
a whole is likely to keep pace with that of do- 
mestic demand, and the current value of exports 
will probably undergo no change. 


Peru. The value of mining exports exceeded 
390 million dollars in 1967. 


Copper accounted for approximately 54 per 
cent of this value, with 182,000 tons; iron, for 
a little over 16 per cent, with 4.8 million tons; 
silver, for 11 per cent, with 1,145 tons; zinc, 
for 9 per cent, with 162,000 tons; and lead, 
for 8 per cent with 253,000 tons. 


The existing plans for the expansion of cop- 
per mining (Cuajone, Cerro Verde, Cobriza, 
Antamina, Michiquillay, Quellaveco, inter alia) 
suggest that the 1967 production figure may be 
trebled by 1980, and doubled as early as 1972. 
By 1980, too, it should be economically feasible 
to produce twice as much silver and zinc as at 
present, and to increase production of iron and 
lead ores by approximately 50 per cent. 


To sum up, it is estimated that by 1980 min- 
ing output in Latin America (excluding hydro- 
carbons) may be virtually doubled in relation 
to 1967. 


V. COMPONENTS OF A MINING DEVELOPMENT 
STRATEGY 


The mining sector in Latin America is far 
from having attained the stage of development 
which the scale of its known and potential min- 
eral resources would appear to warrant. The 
indifference of the authorities in some coun- 
iries with respect to this field of activity, and 
the consequent administrative inertia which has 
perpetuated old-fashioned technical and eco- 
nomic systems, are, broadly speaking, the rea- 
sons why the dynamic impetus of the mining 
industry as a whole has fallen short of what 
might have been expected. 

It is not merely that resources which could 
be of appreciable benefit to the economies con- 
cerned are not intensively exploited; in addi- 
tion, in many instances, too little effort is made 
to increase the value added to the ores extracted. 
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Even if at the national level mining is not a 
major source of employment, it is the only 
possible one in certain arid parts of several 
countries. 


A few of the key factors in mining policy 
are discussed below. 


1. Legal and institutional structure 


An indispensable step is to adapt the legal 
structure to the real political, economic and 
social situation of today, and to improve upon 
the instruments of traditional mining law which 
in most of the Latin American countries date 
from decades back. Moreover, the original legis- 
lative structure has gradually lost consistency 
as the result of frequent piecemeal reforms oc- 
casioned by the pressing need to solve specific 
problems. Hence provisions often exist which 
are somewhat conflicting or difficult to interpret. 


The aim of many mining codes is to en- 
courage the search for minerals by offering 
prospectors all sorts of legal inducements, but 
in practice diametrically opposite results have 
often been produced. The mere fact that the 
taxes payable are generally very low (owing to 
sharp devaluations of the currency among other 
reasons) has enabled large mining concessions 
to be kept idle for purposes of speculation. For 
example, it is not uncommon, although unjus- 
tifiable, that the developed parts of areas rich 
in metalliferous ores are very much smaller in 
extent than the unexploited concessions. 


To remedy such defects as these, the legisla- 
tion governing the various phases of the mining 
industry should be modernized. 


Furthermore, the progress made and the in- 
creasing economic importance acquired by min- 
ing in several of the Latin American countries 
means that administrative agencies must be 
rationalized and hierarchized, or established 
where they do not exist, so that on the basis 
of proper co-ordination, a flexible and complete 
instrument may be made available for direc- 
tion, planning and supervision throughout the 
sector, and duplication of functions may thus be 
prevented. It is essential for periodic mining 
censuses to be taken in the various countries 
to pave the way for the formulation of sound 
mining policies. 


As in many instances legal provisions have 
to be supplemented by technical and economic 
decisions, mining authorities should possess 
specialized knowledge or should have adequate 
advisory assistance at their disposal, so that 
they can act fairly flexibly within the limits set 
by relatively broad legal precepts. 


A policy for the promotion of the mining 
industry should begin by making budget alloca- 
tions proportionate to the importance of the 
function concerned, so that the responsible 
agencies can maintain a permanent staff of 
high-level personnel and can count on the ma- 
terial resources required for the efficient per- 
formance of their tasks. 


2. Promotion of technical and economic 
research 


The administrative organization suggested for 
the mining industry would include services in 
the fields of planning, promotion and technical 
and financial assistance (essentially for the more 


backward sectors of the industry), statistics, 


marketing, technical and economic research, etc. 


Special emphasis is placed on the last-named 
services, since it it through them that progress 
in respect of technology and economic analysis 
for the benefit of the sector can be rationally 
encouraged or applied, in objective subordina- 
tion to national development requirements. They 
would cover not only prospecting and evalua- 
tion of resources, but also extraction, beneficia- 
tion and marketing procedures. Each country 
should devote maximum effort to the relevant 
research, since if it is to secure a competitive 
foothold in world markets, it must take advan- 
tage not only of the most favourable neutral 
characteristics of its production centres, but 
also, on a selective basis, of the steady flow 
of new procedures generated by science and 
technology. Failure to do so would weaken the 
Latin American countries’ competitive position 
and widen the gap between them and the more 
developed countries. 

The competent government agencies should 
make a continuing study of world market pros- 
pects for the mining products of most concern 
to each country. Such a study involves analysing 
technical and economic production trends in 
competing countries, the growth of proven world 
resources, tendencies towards substitution of 
alternate products for the minerals concerned 
and possibilities for new uses, etc. 

This type of information is an indispensable 
requisite for the formulation of policies in 
respect of the mining industry and allied eco- 
nomic activities, including decisions regarding 
the rate at which prospecting for mineral de- 
posits should take place, the expansion of pro- 
duction capacity, the introduction of changes in 
the technical procedures applied, etc. 

Generally speaking, the promotion of geo- 
logical surveys for mining purposes is a need 


that must be met without delay in many coun- 
tries of the region, On various occasions, a 
specific stage-by-stage balance between exten- 
sive exploration and intensive exploration in a 
given area has been advocated. The most up-to- 
date methods afforded by contemporary tech- 
nology should be applied gradually, on the basis 
of progressive increases in precision of survey- 
ing and in costs, provided that their use is 
economically justifiable. 


As a rule, if additional surveys are under- 
taken in or very near selected areas where 
mineral deposits have been found, greater ad- 
vantage can be taken of the expenditure already 
incurred, to determine once and for all the real 
extent of their mining potential. 


Technological research, chiefly directed to- 
wards perfecting metallurgical procedures al- 
ready in use or discovering others which may 
be better suited to local conditions, should be 
the object of special attention on the part of 
the authorities concerned, so that impetus may 
be given both to the development of the sector 
and to the scientific and technological research 
which is so necessary in the under-developed 
countries. 

In this connexion the training of personnel 
for mining and allied activities should be im- 
proved at all levels in both quantitative and 
qualitative terms. 


3. Entrepreneurial activities and financing 


The preparation of projects and programmes 
for the exploration, development, production 
and beneficiation of deposits and ore minerals 
in Latin America, apart from the undertakings 
of foreign private enterprise, will raise acute 
financial problems. 

This situation reflects not only the restrictive 
effects of under-development on investment po- 
tential but also certain economic characteristics 
of mining industry which are not favourable 
to new investment. Outstanding among these is 
the element of risk which is particularly in 
evidence at the stages of geological and mining 
exploration. Moreover, when the aims pursued 
include diversification, modernization and ver- 
tical integration, even within such moderate 
limits as those suggested in the foregoing sec- 
tions, the capital needed may be relatively sub- 
stantial, and will often take a long time to yield 
returns. 


It is assumed that in Latin America public 
enterprise will in general play an important 
part in the development of mining during the 
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phase of basic research, although, as in the past, 
private enterprise may also make significant 
contributions. The resources at the disposal of 
public enterprise should be allocated primarily 
to those studies which, as the research proceeds, 
can be seen to offer more immediate induce- 
ments to the regular sources of financing in- 
cluding the re-examination of mines formerly 
worked but currently regarded as marginal. 
They might be brought into operation again if 
advantage were taken of up-to-date techniques 
and better price prospects for the product con- 
cerned. 

In principle, public funds, especially budget 
allocations, should be applied for complemen- 
tary purposes, and should be channelled mainly 
into mining infrastructure projects, which would 
not otherwise be executed. 

To prevent duplication of work, the basic 
stock of knowledge gathered by the various 
public and private enterprises and institutions 
concerned with cartography, geological and geo- 
physical research, photo interpretation, and 
mining activities (including extraction of hydro- 
carbons) should be centralized in a government 
office of technical documentation. 


State financial assistance will also be indis- 
pensable at the subsequent stages, especially 
where policies for the nationalization of the 
sector exist, since the research and studies re- 
quired for the formulation of specific commer- 
cial exploitation projects may prove very 
costly, and domestic private capital is seldom 
invested in this phase of the mining industry. 


Thenceforward, mining enterprises become 
comparable with other industrial activities as 
far as commercial risks are concerned, and the 
need for large-scale investment, and even for 
heavy expenditure on infrastructure, is gen- 
erally found to persist. 


As a rule, the regular domestic or foreign 
sources of capital and credit can be drawn upon 
only at relatively advanced stages in the devel- 
opment of mining projects. 

In the initial phases, apart from its fiscal 
resources, the State can rely only upon financial 
assistance from the United Nations Development 
Programme (Special Fund Component) and 
possibly from the Inter-American Development 
Bank, and upon technical assistance from for- 
eign government agencies. 

At the more advanced stages of mining and 
construction projects, possible sources of fi- 
nancing are private and/or public domestic 
capital, foreign capital, bank credits, and con- 
tributions from foreign government agencies. 
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These sources are accessible to public, private 
or mixed mining concerns (based on public 
and private, domestic and foreign capital), pro- 
vided that the conditions established for other 
types of enterprise are duly fulfilled. Never- 
theless, particularly in respect of private capital 
and bank credit, mining enterprises will have 
to face keen competition from the manufac- 
turing and business sectors, for which the ca- 
pital market is more familiar ground. 


The moves made to bring about the conver- 
gence of public and private interests through 
mixed enterprises seem to take sound advan- 
tage of the good features of both State and 
private concerns. — 


When the expansion of mining activities calls 
for the investment of public funds, the decision 
to invest can be taken only after careful com- 
parison of the direct or indirect benefits ex- 
pected to ensue with those that might derive 
from alternative investment possibilities. In 
such comparisons, it will be of vital importance 
to assign to costs and benefits the values that 
they really represent for the community. 


As the interests of the community do not 
always coincide with the legitimate considera- 
tions of profit by which private enterprise is 
influenced, norms for the latter’s participation 
in the country’s economic process should be 
laid down by the government of each country, 
through mining legislation. Efforts should be 
made to ensure that mining activities make as 
great a contribution as possible to national de- 
velopment, especially through increased local 
dressing, smelting and refining of ores, which 
will also generate a larger source of foreign 
exchange earnings. 


It must also be recalled that private invest- 
ment is highly sensitive to the policies adopted 
with respect to taxation, foreign trade controls, 
exchange measures, labour legisation and 
property rights. 


In defining the norms for the participation 
of private enterprise in the economy, rates of 
return on capital and amortization rates that 
will allow of a satisfactory margin of self- 
financing should be taken into account. Similar- 
ly, the adequate and timely adjustment of the 
figures concerned, in the event of inflation, 
should be guaranteed through flexible legal 


provisions, 


A more constant flow of information, in 
greater depth, on the technico-economic char- 
acteristics of domestic and foreign production 
of each mineral, on transport costs, on trends 


in the corresponding international markets, etc., 
is an indispensable basis for the establishment 
of the norms in question. 


It is assumed that foreign capital will con- 
tinue to play an outstanding role in mining de- 
velopment in Latin America, either through 
direct investment or through long-term loans; 
its availability will largely depend upon the 
sound and lasting solution of the problems 
mentioned above. 


4, Regional integration 


In view of the Latin American countries’ 
obvious intention to exercise more effective con- 
trol over their basic wealth and reduce their 
external dependence, closer reciprocal co- 
operation is essential. In the case of mining, 
where the lack of such co-operation has been 
particularly marked, it could be put into effect 
in a number of ways. Mention may be made of 
the following: 

(a) Geological research in frontier areas. 
Joint research by two or more interested coun- 
tries in metallogenic frontier areas and pro- 
vinces may prove quicker and more economic 
to carry out than if the studies were undertaken 
independently ; 

(b) Technological research. Research on 
procedures for dressing ores of the same or 
similar nature can also be advantageously con- 
ducted on behalf of all the countries concerned, 
if multilateral study groups are formed at the 
level of enterprises (State, private or mixed) 
and university institutes, so as to prevent dupli- 
cation of investment and expenditure; 

(c) Exchange of experience and mutual assis- 
tance. State agencies and mining enterprises of 
various kinds can fruitfully exchange experi- 
ences and assist one another in matters relating 
to law, administration, accident prevention tech- 


niques, development of production, vocational 
training, marketing, etc.; 


(d) Intra-regional trade in mining products. 
From the structure of production and consump- 
tion of ore minerals and metals in Latin Amer- 
ica it can be inferred that there are wide mar- 
gins for the expansion of intra-regional trade 
in this field. There would also be good pos- 
sibilities of stepping up trade in the equip- 
ment, tools and materials required by the mining 
industry ; 


(e) Establishment of multinational mining 
enterprises. In view of the complexity of the 
problems and requisites implicit in the efficient 
development of a vertically integrated mining 
enterprise up to the stage of international mar- 
keting of its products (the scale of capital re- 
quirements, the possession of the necessary tech- 
nical know-how knowledge of markets, etc.), 
the establishment of mining enterprises in Latin 
America with multinational decision-making 
centres seems a highly promising expedient. 


The efficient development of a deposit lying 
on both sides of a frontier is the simplest case 
that can be adduced to demonstrate the feasibil- 
ity and desirability of an enterprise of this 
kind; but, strictly speaking, joint ownership of 
resource is not a sine qua non for conceiving 
multinational mining enterprises on various 
lines, which would be of great mutual benefit 
to the countries concerned; 


(f) Pooling of efforts to obtain better terms 
for the sale of mining products. Some countries 
that export one and the same mining product 
(tin, copper, petroleum, iron) are showing a 
tendency to join forces in concerted action with 
a view to obtaining better terms of sale in 
world markets (in line with the aims of 
UNCTAD, for instance). This movement should 
be extended to other mining products as well. 
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RECENT DEVELOPMENTS IN THE LATIN AMERICAN 
INTEGRATION PROCESS* 


From the signing of the Montevideo Treaty 
(1960), which instituted the Latin American 
Free Trade Association (LAFTA), and of the 
General Treaty on Central American Economic 
Integration (Managua, 1960), which established 
the Central American Common Market, a num- 
ber of movements have stemmed, whose aim, 
pursued with some variations in tempo and 
approach, is to secure the economic integration 
of the region. These are undoubtedly the most 
important of the efforts made in Latin America 
to provide the instruments needed for concerted 
action to promote more efficient utilization 
of the resources and opportunities available to 
member countries. The picture of the integration 
process that they present was completed in 1968 
by the establishment of the Caribbean Free 
Trade Association (CARIFTA). 


In the last few years, LAFTA’s liberaliza- 
tion programme has had some difficult situations 
to face, and recently, despite the work put into 
the negotiations by the Contracting Parties, the 
unanimity required for approval of the second 
phase of the Common Schedule was not achieved. 
As a result, it was decided that an over-all evalu- 
ation LAFTA’s current problems should be pre- 
pared. To that end, the Standing Executive Com- 
mittee resolved to meet as from mid-June 1969 
to study possible solutions and propose mea- 
sures to activate the progress of the organiza- 
tion. 

Within LAFTA, a sizable group of countries 
at intermediate or relatively less advanced stages 
of economic development (the Andean Group) 
is seeking to establish, on the basis of its mem- 
bers’ mutual affinities and at the subregional 
level, a more expeditious and thoroughgoing 
integration programme than the Association 
offers them. But here too problems arise, in- 
cluding some of the difficulties already en- 
countered by the region as a whole. 


In Central America’s case, the three-year 
period 1966-68 was one of revision and adjust- 


* This is a revised version of a document originally 
distributed in Spanish only with the symbol E/ 
CN.12/833. 
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ment. Initial steps were taken towards co- 
ordinating the economic policy of the several 
countries and forging links between the Central 
American Common Market and the outside 
world. ate 


In the Caribbean area, the Free Trade Asso- 
ciation was set up on 1 May 1968, and today 
its ten members are engaged in the task of 
broadening and consolidating it. 


The present article is an attempt to assess 
the advances achieved in the integration process 
to date. With respect to LAFTA and the Andean 
Group, attention is drawn to some of the 
obstacles that have loomed up, and considera- 
tion is given to the major undertakings and 
proposals designed to facilitate the balanced 
and harmonious development of the system 
with due regard to the interests of the mem- 
ber countries. . 


1. THe Latin AMERICAN FREE TRADE 
ASSOCIATION 


(a) The Declaration of the Presidents 
of America 


As early as 1964 the conviction was enter- 
tained, both inside and outside LAFTA, that a 
number of difficulties inherent in the machinery — 
of the Montevideo Treaty were obstructing the 
progress of the integration movement. Resolu- 
tion 100 (IV) constituted formal recognition 
of the limitations of LAFTA and of the desir- 
ability of extending the provisions of the 
Treaty, at the earliest possible date, to include 
broader and more ambitious commitments. 


The will to speed up the integration of the — 
Latin American economies found expression at 
the eleventh session of ECLA (Mexico, May 
1965), where it was argued that the time had 
come to push ahead with the policy decisions 
necessary to set a definitive course for the 
integration process and solve the technical prob- 
lems raised. In this connexion it was recog- 
nized that suggestions contained in the docu- 
ments presented by the ECLA secretariat? 


1In particular, “A contribution to economic inte- 
gration policy in Latin America” (E/CN.12/728). 


might provide a basis for the formulation of 
proposals which would make the adoption of 
such decisions viable. 


In resolution 251 (XI), the States members 
recommended to the ECLA secretariat that it 
should re-examine the formulas and alternative 
possibilities set forth in document E/CN.12/ 
728, with due regard for any studies under- 
taken by member Governments, experts and 
agencies, and should frame specific proposals 
~ “for short-term and long-term action to extend 
and expedite the process of integration”. 


In December 1966, the Ministers of the 
States members of LAFTA, at their first meet- 
ing, ratified this determination to extend and 
expedite the integration process; adopted ap- 
propriate provisions for speeding up, at the 
national level, the implementation of the com- 
mitments assumed by the LAFTA countries; 
and agreed to establish a programmed liber- 
alization régime to ensure that the reduction 
of duties and charges and the elimination of 
all restrictions—including those based on ad- 
ministrative and exchange measures—would 
proceed at a more rapid pace. 


The concern thus evinced, together with the 
wish to devise effective means of stepping up 
the harmonious development of the region, 
created a propitious atmosphere for convening 
a meeting of American Chiefs of State. On 
the agenda for the Meeting a leading place was 
assigned to the definition of the measures 
needed to promote the Latin American integra- 
tion process, viewed as an appropriate collec- 
tive instrument for the desired acceleration of 
the region’s development. 


The Presidents made policy statements in 
relation to topics of fundamental importance 
for the economic development of Latin Amer- 
ica as a whole, and drew up an action pro- 
gramme pivoting upon the regional economic 
integration process. They agreed to take action 
on the following points.” 


“(a) Beginning in 1970, to establish pro- 
gressively the Latin American common mar- 
ket, which should be substantially in opera- 
tion within a period of not more than fifteen 
years; 

“(b) The Latin American common mar- 
ket will-be based on the improvement of the 
two existing integration systems; the Latin 


2See Pan American Union, Meeting of American 
“Chiefs of State, Part I. Declaration of the Presidents 
of America (OEA/Ser.C/TX.1), Washington, D.C., 
1967, p. 63. 


American Free Trade Association (LAFTA) 
and the Central American Common Market 
(CACM). The two systems will initiate 
simultaneously a process of convergence by 
stages of co-operation, closer ties, and inte- 
gration, taking into account the interests of 
the Latin American countries not yet asso- 
ciated with these systems, in order to pro- 
vide for their access to one of them; 


“(c) To encourage the incorporation of 
other countries of the Latin American region 
into the existing integration systems”. 


Accordingly, the Presidents recommended to 
the Council of Ministers of LAFTA that, at its 
second meeting (Asuncién, August 1967), it 
should adopt the measures necessary to imple- 
ment certain fundamental decisions. The Stand- 
ing Executive Committee formulated the bases 
for these measures, although comments and 
qualifications were still left pending. At the 
meeting in question, the Ministers for Foreign 
Affairs recommended to the Standing Exec- 
utive Committee? that it should continue the 
study and examination of norms for the key 
items on the Action Programme drawn up by 
the Presidents, in so far as they concerned the 
economic integration process within the sphere 


of LAFTA. 


Since then, headway has been made in the 
progressive co-ordination of measures and eco- 
nomic instruments designed to unify legisla- 
tion in the LAFTA countries to the extent re- 
quired for the integration process; in the study 
of mechanisms for furthering the convergence 
of LAFTA and the Central American Common 
Market; and in respect of preferential treat- 
ment for the economically relatively less de- 
veloped countries. Physical integration pro- 
grammes have also been launched, especially 
for transport and electric energy. The River 
Plate countries, for their part, are working on 
a subregional programme. 


In 1968 the payments system in operation 
within LAFTA was improved, steps were taken 
to link it with the system in force in the Central 
American Common Market, and the idea of 
pooling part of the international reserves of 
the Latin American countries to form a com- 
mon fund, either at the regional level or by 
subregional groupings, was once again brought 
to the fore. The Latin American stock exchanges 
set up a co-ordinating committee for the inter- 
change of information and advisory assistance. 


3See LAFTA resolution 191(CM-II/VI-E). 
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The various meetings of the Advisory Com- 
mission on Monetary Affairs, of the Council 
for Financial and Monetary Policy, and of the 
LAFTA expert groups, have afforded oppor- 
tunities of amending the general treaty and 
regulating the multilateral clearing system, as 
well as of adopting norms for unifying bank 
technique procedures. 


In conformity with the postulates of the 
Declaration of the Presidents of America‘ re- 
garding the process of convergence of LAFTA 
and the Central American Common Market, 
and the recommendation formulated at the 
third meeting of Latin American Central Banks, 
more intensive effort has been expended on 
studies and meetings with a view to linking 
up the payments systems of the two integra- 
tion movements. Nevertheless, fundamental 
aspects of the problem, such as the prepara- 
tion of bases for the co-ordination of exchange 
and monetary policies, have not yet been 


tackled. 


(b) The Common Schedule 


During the past two years, LAFTA has been 
almost constantly concerned with the imple- 
mentation of those provisions of the Monte- 
video Treaty which relate to the incorporation 
into the Common Schedule of a list of pro- 
ducts constituting not less than 50 per cent of 
intra-Area trade. It had already been settled 
at the second special session (1964) that the 
Contracting Parties, before beginning the sec- 
ond round of negotiations for the establish- 
ment of the Common Schedule, should decide 
upon the regulations which were to govern 
trade in agricultural commodities once the 
interim period stipulated in the Treaty had 
expired,®> and the Standing Executive Com- 
mittee had been requested to make an imme- 
diate start of the relevant studies. The product 
of these was a draft set of norms for the mar- 
keting of agricultural commodities as from 
1973. But although the draft underwent several 
revisions, it proved impossible, in the final 
issue, for unanimous agreement to be reached 
on the norms proposed. 

Thus, the States members of the Associa- 
tion are in arrears as regards compliance with 
the terms of article 7 of the Treaty, respecting 
the establishment of the Common Schedule, in 
conformity with the stipulations of the Pro- 
tocol on Norms and Procedures for Negotia- 
tions; and they have not yet decided how to 


4Pan American Union, op. cit., p. 58. 
5See LAFTA resolution 91 (II-E) 
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remedy this state of affairs. Accordingly, the 
conclusion has been reached that the Standing 
Executive Committee: should study measures 
whereby the difficulties encountered at this 
stage of the formation of the Common Sched- 
ule can be overcome, subsequent negotiations 
facilitated and the Contracting Parties placed 
in a position to meet, after the interim period, 
the commitments assumed under the Monte- 
video Treaty in this field.® 


(c) The Naiional Schedules 


Application of the mechanisms established 
in the Montevideo Treaty for the drawing up 
of the National. Schedules has continued. 
Whereas in the first two rounds of negotia- 
tions tariff concessions were agreed upon for 
a large number of products, as from the third 
round a considerable falling-off is observable 
although an increase took place in the seventh 
round and a further improvement in the eighth. 


Of the total concessions accorded, Argentina, 
Brazil, Ecuador and Mexico account for the 
highest proportion. The lists of advantages 
granted to the economically relatively less de- 
veloped countries and not extended to the 
other Contracting Parties have also been suc- 
cessively amplified, in line with the provisions 
of Chapter VIII of the Treaty. The major share 
falls to Paraguay, with Ecuador coming sec- 
ond, while in the case of Bolivia and Uruguay 
the number of concessions is relatively smaller, 
since these countries have only recently begun 
to benefit by the preferential system in ques- 
tion. 


(d) Trends in intra-Area trade 


Since the entry into force of the concessions 
granted through the machinery established in 
the Montevideo Treaty, intra-Area trade has 
expanded from a total of 659 million dollars 
in 1961 to 1,414 million in 1967, ie., by 114 


per cent in relative terms. 


The over-all growth rate of intra-Area trade 
rose from one year to the next up to 1964, 
and thereafter gradually declined, until by 
1967 the figures were lower than those for 
1966. The reasons for this include the fluctua- 
tions in the trade of Argentina and Brazil, 
which in the aggregate accounts for almost 60 
per cent of total intra-Area trade. Another 
contributory factor has been the application 
of escape clauses. 


6 See LAFTA press releases, Nos. 10 and 11 (De- 
cember 1968). 


As regards the commodities traded, the 
system has generated steadily increasing flows 
of industrial products, many of them highly 
processed, 


(e) The existing situation 


The decision adopted by the members of 
LAFTA to convene the Standing Executive 
Committee in order to evaluate the progress of 
the integration movement and decide upon 
- future action to give it greater impetus was 
directly prompted by the difficulties en- 
countered in the negotiations concerning the 
second phase of the Common Schedule. How- 
ever, the stumbling-blocks in the way of more 
rapid progress made it advisable to consider 
all the aspects of the Association’s activities, 
as the Contracting Parties decided when they 
requested the Committee to undertake the task. 


Since the entry into force of the Monte- 
video Treaty, and especially in the last few 
years, the formal content of the regional eco- 
nomic integration process has been consider- 
ably expanded, but in respect of practical 
achievements no correlative development has 
taken place. Neither the objectives scheduled 
for the interim period established under the 
said Treaty, nor the decisions incorporated in 
the Action Programme of the Presidents of 
America, have been fully implemented. 


Besides the deadlock reached in the second 
round of Common Schedule negotiations, there 
have been others linked to the selective nego- 
tiation machinery in force, for although the 
concessions granted during the last round of 
annual negotiations increased in number, it is 
clear that they were mainly confined to a few 
countries. This casts some doubt on whether 
every country will manage to meet the min- 
imum annual commitment to lift duties and 
charges on 8 per cent of the weighted average 
of its imports, as provided in the Treaty. As 
regards the Common Schedule negotiations 
still pending, it appears likely that the exist- 
ing dissensions can be smoothed out, since the 
objections formulated by the countries that 
denied their support to the draft regulations 
for trade in agricultural commodities and to 
the list of products—which gained the approval 
of a substantial majority—do not seem to be 
insurmountable obstacles within the legal 
structure of the Association. This view is borne 
out by the very fact that the objections essen- 
tially concern trade in certain agricultural com- 
modities and the régime applicable to the eco- 
nomically relatively less developed countries, 


since these are situations for which established 
norms exist, or criteria which in broad outline 
have been unanimously accepted. 


Setting aside the possibilities of an adjust- 
ment in the second round of Common Schedule 
negotiations, in connexion with the future nego- 
tiations for the Schedule in question problems 
arise which, in the last analysis, constitute 
almost all the difficulties hindering the devel- 
opment of LAFTA. 


(£) Solutions proposed 


Under the Montevideo Treaty, the reduction 
and elimination of duties and charges through 
national schedules and auxiliary mechanisms 
are intermediate stages in the process of bring- 
ing the Free Trade Area into full operation. 
The foundations on which the Area is built 
up are constituted by the groups of products 
incorporated into the Common Schedule at 
three-yearly intervals. Moreover, it is this 
Schedule that provides the Association with 
the legal grounds for the non-applicability of 
the most-favoured-nation clause to which almost 
all the LAFTA countries are subject through 
their membership of GATT and through bila- 


teral agreements with third countries. 


Two ways of overcoming the difficulties that 
have arisen in the Common Schedule negotia- 
tions have recently been suggested: purely and 
simply to eliminate the Common Schedule 
commitment by amending the Montevideo 
Treaty; or to maintain the existing trade liber- 
alization mechanisms, as established in the 
Treaty, but to extend the time limits fixed for 
implementation of the corresponding _pro- 
gramme. 


The first proposal would cloud the prospects 
of effectively bringing the Free Trade Area 
into full operation, and seems to limit the 
commitments of the LAFTA countries to the 
establishment of a system of trade preferences 
within the Area. Such a situation, for which 
no provision is made among the exceptions to 
the application of the most-favoured-nation 
clause established by GATT, might give rise 
to problems not only under the General Treaty 
itself—despite attempts to invoke favourable 
interpretations of Part IV—but also in respect 
of third countries with which the members of 
the Association have signed agreements con- 
taining the most-favoured-nation clause. 


The second suggestion would defer the legal 
deadlines for implementation of the liberali- 
zation programme, without affecting the pref- 
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erential character and non-extensibility to third 
parties of the tariff concessions negotiated. It 
would obviate the need to modify the me- 
chanisms set up under the Treaty, which would 
be a task of no little complexity in view of 
the foreseeable differences of opinion between 
the Contracting Parties as to the scope and 
breadth of the amendments required. 


At the same time, the mere extension of the 
time limits fixed for implementation of the 
liberalization programme, if unaccompanied by 
decisions which would enable the drawbacks 
of the present negotiation system to be over- 
come, would do no more than put off the task 
of solving the basic problem. Consequently, 
such a measure should be supplemented by 
some sort of machinery for programmed liber- 
alization based on the attainment of a pro- 
gressive series of targets. This approach neces- 
sarily suggests a programme of action at a 
more over-all level, offering real possibilities 
of removing the existing cbstacles, one after 
another, within the new time-limits. 


(g) Obstacles to the progress of LAFTA 


As LAFTA moves ahead, the existing prob- 
lems emerge more clearly and in their true 
dimensions. Although they have been fully rec- 
ognized and considered by the Association, 
reference to some of them will not be untimely 
here as a reminder of the need for practical 
decisions leading to their solution. Mention 
may be made of the following: 

(i) The differences in levels of development 
and economic potential, which mean that the 
countries’ relative chances of benefiting by the 
process (especially by the broadening of the 
market) are very unequal, so long as no well- 
defined policy is adopted to prevent acute 
disequilibria; 

(ii) The marked contrasts in the internal 
development of each of the LAFTA countries, 
which make it difficult to deal with the prob- 
lems raised by relative under-development in 
national terms, and give rise to conflicting 
priorities as between the corrective measures 
of national and regional scope that should be 
adopted; 

(iii) The deficiencies of transport and com- 
munications, which hinder the expansion or 
even preclude the development of intra-Area 
economic relations; 

(iv) The differences in the economic, fi- 
nancial, labour and social measures adopted 
by the various countries, which, in combina- 
tion with the disequilibria indicated above, are 
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reflected in notably heterogeneous structures 
of production and costs, and generate strong 
opposition to the furtherance of the trade 
liberalization programme; 


(v) The serious shortage or even total 
absence of information on the markets of the 
Area, with their customary and _ potential 
demand; on the norms, procedures and prac- 
tices currently applied—in trade and finance 
in particular—; and on other essentials for 
the effective conduct of business; 


(vi) The lack of marketing networks and 
of practical information and promotion ma- 
chinery at the service of intra-Area trade; 


(vii) The want of competitive spirit among 
entrepreneurs in the Area, and the consequent 
resistance to any change in the status quo; 

(viii) The. prevailing uncertainty as to the 
predictable effects of trade liberalization under 
a system which does not afford equitable com- 
petitive conditions, in view of the heterogeneity 
of national policies and their influence on the 
costs of the factors of production, especially 
as there are no efficacious mechanisms for 
coping with the distortions apprehended, and 
no resources to finance possible switch-overs 
of productive activities and manpower during 
the integration process; 


(ix) The balance-of-payments problems which 
have been affecting several member countries. 
Attempts to solve them have implied the re- 
peated adoption of measures that have a restric- 
tive effect on trade, and their unfavourable re- 
percussions threaten to continue in the near 
future; 

(x) The meagreness of the resources avail- 
able for financing the Area’s trade and the 
widespread lack of linkage with commercial 
mechanisms to promote and expand trade; 


(xi) The existence of different rates of in- 
flation, and the marked disparities in the real 
domestic purchasing power of the national cur- 
rencies, as well as the variations in the treat- 
ment accorded to direct foreign investment. 


The gradual removal of these and other 
obstacles would broaden the possibilities for 
effective action, to which end the following 
measures have been suggested: 


In the preparation of the negotiations, strict 
observance of the deadlines established in the 
Protocol on Norms and Procedures for Nego- 
tiations and in resolution 47 (II). The study 
of the concessions in operation would also be 
of assistance in the orientation and programming 
of the negotiations, in so far as it shed light 


———. — 


on the efficacy of the said concessions, and on 
any special points arising in respect of coun- 
tries, commodities and sectors; 


Identification of the sectors which offer the 
most favourable conditions for vitalizing the 
liberalization process, in order to try out a 
partial system of programmed tariff concessions 
with a view to its subsequent extension to other 
sectors, residual duties and charges being main- 
tained for a given period as means of com- 


~ pensating the existing disparities among the 


LAFTA countries; 


Stepping-up of the studies aimed at obtaining 


precise information on market prospects for 


exports of manufactures and semi-manufactures; 


‘institution of a LAFTA system for the financing 


of intra-Area trade; formulation of bases for 
regional machinery to facilitate the marketing 
of agricultural commodities; promotion of com- 
mercial enterprises within the Area; and co- 
ordination of entrepreneurial activities with a 
view to the establishment of a system of ex- 
changing information on markets and trade 
opportunities and entering into association for 
the purposes of developing multinational pro- 
ductive and commercial activities. 


2. THE INTEGRATION OF THE COUNTRIES SIGNA- 
TORIES OF THE DECLARATION OF BocaTA 


As the integration movement has progressed 
in Latin America, one of its most outstanding 
aspects has been the question of reconciling the 
over-all objectives pursued with the aims that 
are of concern to each of the individual par- 
ticipating countries. Thus a prominent place 
has been taken by the difficulties attendant 
upon an integration movement among economies 
with dissimilar structures, different growth rates 
and marked social and political disparities. 
These divergences raise the problem of the 
equitable participation of the various countries 
in the benefits of integration and necessitate 
the narrowing of economic gaps in order to 
safeguard the satisfactory progress of the 
movement and the full attainment of its objec- 
tives. 


In the search for new solutions, the sub- 
regional movement, built up around a genuine 
fusion of national markets and an agreed devel- 
opment strategy, should constitute, in existing 
circumstances, not only a method of overcoming 
the above-mentioned difficulties but, what is 
more, a means of imbuing the integration pro- 
cess with the indispensable dynamism and effi- 
cacy. Subregional strategy brings up new queries 


and problems as regards the attainment both of 
its own targets and of common market objectives. 
The fact that the participating economies are 
more similar and convergent does not suffice in 
itself to weaken the opposition to more inten- 
sive and expeditious integration formulas. On 
the contrary, resistance is apt to stiffen, and to 
extend to other questions not hitherto discussed, 
as, for example, the significance of the new 
mechanisms for economic decisions at the na- 
tional level and for the restructuration of market 
forces within each country. 


The viability of subregional movements must 
also be considered from the angle of their real 
economic possibilities, not merely as a means 
of expanding the national economies, but also 
as a significant contributory factor in the more 
rational and efficient distribution of productive 
activities. These objectives should not be ne- 
glected in subregional agreements if these are 
to pave the way for the development of invest- 
ments calculated both to impart stability and 
dynamism to the internal growth of the sub- 
region and to establish the right conditions 
for more balanced participation of the member 
countries in the Latin American integration 
process, 


Due consideration of the foregoing factors 
will enable the scope and prospects of sub- 
regional agreements to be clearly defined and 
compatibility with the Latin American common 
market to be placed on a real, not merely a 
formal footing. For the moment, convergence 
between the subregion’s own objectives and those 
of Latin America viewed in the context of eco- 
nomic integration is a somewhat academic ques- 
tion, since LAFTA, except for a few general 
policy statements, has not yet formulated a 
precise definition of its objectives in terms of 
a Latin American development strategy. Hence 
it seems likely that, to begin with, subregional 
agreements will adopt a development model 
geared to the situation of the participating eco- 
nomies rather than to the objectives of the 
region as a whole, which would mean that during 
an initial stage the disequilibrium problem would 
be a matter for tariff negotiations. 


In specific fields, especially industry, com- 
patibility displays more definite and distin- 
euishable characteristics. Thus, it is possible to 
envisage subregional industrialization models 
—taking due account of the current status of 
industry, the size of the market and the avail- 
ability of resources—which would be comple- 
mentary to the model for the Latin American 
region as a whole. 
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(a) Institutional evolution of subregional 
markets 


The Declaration of Bogota’ laid the founda- 
tions for reciprocal co-operation based on the 
co-ordination of policies in specific sectors and 
on the establishment of a temporary system of 
preferences to counteract the deficiencies of the 
machinery for complementarity agreements in 
operation in LAFTA. The Declaration of the 
Presidents of America formally approved the 
system of subregional agreements in keeping 
with the principles set forth in the basic docu- 
ment signed at Bogota. Subsequently, resolu- 
tions 202 (CM-II/VI-E) of the LAFTA Council 
of Ministers and 222 (VII) of the Conference 
ratified the decisions of the Presidents and estab- 
lished the norms by which the system was to 
be governed. 


In the field of integration, the Declaration of 
Bogota set up two main objectives: to expedite 
the integration process and to tighten up eco- 
nomic co-operation among the signatory coun- 
tries within the framework of LAFTA. As a 
means of attaining the first of these objectives, 
it put forward a proposal for the conversion of 
LAFTA into a customs union, through the 
adoption of rules and principles designed to 
guarantee the formation of the market in ques- 
tion, and others conducive to the expansion of 
trade and the industrialization of countries at 
intermediate and relatively less advanced stages 
of economic development. In’ pursuit of the 
second objective it was decided that a programme 
should be launched to co-ordinate the policies 
of the countries signatories of the Declaration 
in the fields of trade, industry, finance, services 
and technical co-operation. It was further pro- 
posed that the industrial sector should be devel- 
oped under an import substitution programme 
assigning special importance to those branches 
of industry which would be of use not only in 
meeting the market requirements of the signatory 
countries but also in establishing or consolidat- 
ing their industrial structure. 


The decision of the Presidents enabled the 
programme formulated in the Declaration of 
Bogota to be set in motion, inasmuch as it 
removed the institutional difficulty which had 
been preventing the commercial and industrial 
co-operation envisaged in the programme from 
materializing, although a start had been made 


7 Signed in August 1966 by the Presidents of Chile, 
Colombia and Venezuela and by the personal dele- 
gates of the Presidents of Ecuador and Peru. The 
Government of Bolivia acceded to the Declaration in 
August 1967. 
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on the negotiation of industrial complementarity 
agreements (for example, through the meetings 
held in connexion with the petrochemical in- 
dustry). 

The Joint Commission was set up at Vifa 
del Mar in June 1967, and met in the following 
July and August at Quito and Caracas. On this 
last occasion, the bases for the subregional 
agreement between the States signatories of the 
Declaration of Bogota were adopted, and were 
subsequently approved by the LAFTA Council 
of Ministers when it met in August of the same 
year.® 

At the fourth session of the joint Commis- 
sion (Lima, November 1967), the bases having 
been approved and the norms to which sub- 
regional agreements should conform having 
been established by the LAFTA Council of 
Ministers, it was agreed that a group of experts 
from the countries forming the Andean Group 
should be requested to study the various prob- 
lems arising in connexion with the subregional 
system and to prepare a draft agreement in line 
with the above-mentioned bases and norms. The 
experts met at Bogota in January-March and 
June-July 1968. At its fifth session (Bogota, 
February 1968), the Joint Commission took note 
of a progress report on the work of the expert 
group, and representatives of six countries sig- 
natories of the Declaration of Bogota signed 
the agreement instituting the Andean Develop- 
ment Corporation. At the end of July and the 
beginning of August the first part of the sixth 
session of the Joint Commission was held at 
Cartagena (Colombia), to study the draft agree- 
ment prepared by the experts. The second part 
took place in May 1969, also at Cartagena, and 
on that occasion the Andean Subregional Inte- 
gration Agreement was approved. 

In the course of the past few years the Com- 
mission has also dealt with other aspects of 
subregional co-operation. Outstanding examples 
are the steps taken in the field of industrial 
complementarity, particularly with respect to 
the petrochemical, motor-vehicle and metal- 
transforming industries. An agreement has al- 
ready been signed in relation to the first of these, 
and various studies on the others are being 
carried out with a view to the conclusion of 
further agreements. A procedure was also ap- 
proved for stepping up the negotiations of the 
signatories of the Declaration within LAFTA, 
and it was agreed that a meeting of the heads 
of planning offices in the countries concerned 
should be convened to examine the problems of 


8LAFTA resolution 203 (CM/11/VI-E). 


linkage between national development plans and 
the subregional integration process and to draw 
up a work programme for the systematic eluci- 
dation of these problems and the proposal of 
relevant solutions. 


(b) The Andean Subregional Integration 
Agreement 


(i) Basie objectives. Subregional integration 


' is interpreted as a policy designed to promote 


the balanced and harmonious development of the 
member countries, and as a means of facilitating 
their participation in the integration process 
envisaged in the Montevideo Treaty and estab- 
lishing conditions favourable to the conversion 
of LAFTA into a common market. In order to 
attain these objectives and ensure the equitable 
distribution of the advantages deriving from 
integration, so as to reduce the existing dispar- 
ities between the parties to the Subregional 
Integration Agreement,® these countries are to 
adopt a joint development strategy with the 
following main objectives: the creation of em- 
ployment opportunities in the subregion; the 
strengthening of the position of the individual 
countries and the subregion as a whole from 
the standpoint of external economic relations, 
the solution of infrastructure problems; and the 
more efficient application of scientific and tech- 
nological progress, together with the furtherance 
of research in those fields. To serve all these 
ends, the States members agree to harmonize 
their economic and social policies concurrently 
with the formation of the subregional market; 
to co-ordinate national development plans; to 
undertake joint programming for industry, agri- 
culture and infrastructure; to channel resources 
for the financing of subregional investment; to 
harmonize their exchange, monetary, financial 
and fiscal policies; to establish preferential treat- 
ment for Bolivia and Ecuador; and to set up a 
common market. 


(ii) General provisions of the Agreement. The 
goal of the subregional common market will be 
the complete elimination of the duties, charges 
and restrictions affecting trade between the par- 
ties to the Agreement. Its formation will be 
_ based on the application of a linear and auto- 
' matic liberalization programme for imports of 
goods produced in the subregion, starting from 


®The Integration Agreement, which was signed at 
Bogota on 26 May 1969 by the Governments of Bolivia, 
Chile, Colombia, Ecuador and Peru, was published 
by the Instituto Colombiano de Comercio Exterior, 

in Comercio Exterior, vol. I, No. 1 (July 1969), p. 17 
_ (in Spanish only). 


levels of duties and charges which in no case 
are to exceed 100 per cent of the c.if. value of 
the articles imported; and on the adoption, by 
the same procedure, of a common external tariff, 
which during the first five years that the Agree- 
ment is in force will mainly take the form of 
a standard minimum preference in favour of 
the products of the subregion. Direct restric- 
tions are to be abolished in the first year. 


The subregional market is to be brought into 
full operation by December 1980, save in respect 
of the products temporarily excepted from the 
liberalization programme by each country, and 
those covered by sectoral industrial development 
programmes, which will be subject to a special 
and more rapid régime in relation to free trade 
and the common external tariff. 

The liberalization provisions also stipulate that 
within the first two years of application of the 
Agreement completely free access to the sub- 
regional market shall be accorded to products 
on the LAFTA Common Schedule and to those 
not produced in any country of the subregion 
and not reserved for production in particular 
countries or subject to programming. 

The primary aim of the other mechanisms set 
up under the Agreement is to solve the structural 
growth problems of the participating countries, 
by means of systematic action concerted through 
the policy-making organ of the Agreement on 
the basis of the proposals and suggestions sub- 
mitted to it by the technical Board. This action 
will be taken mainly through programming 
within the framework of the common market. 

Industrial development is assigned a leading 
place in the Agreement. The contracting parties 
pledge themselves to step up and diversify 
their industrialization processes through the joint 
formulation and implementation of sectoral in- 
dustrial development programmes aimed at 
achieving the following objectives: promoting 
the expansion and specialization of manufactur- 
ing production; making the best possible use 
of the resources available in the subregion; in- 
creasing productivity; taking advantage of eco- 
nomies of scale; and equitably distributing the 
benefits of integration among the parties to 
the Agreement. 


The programmes to be proposed by the Board 
for the Commission’s approval, as from 1971 
and at any time during the application of the 
Agreement, will be basically designed to en- 
courage new investment, and will take into 
account, alongside the above-mentioned objec- 
tives, the need to ensure that the allocation of 
factories shall be consistent with the principle 
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of harmonious development of the subregion 
and with the intention that the factories envis- 
aged in the programmes shall effectively avail 
themselves of the opportunities offered by the 
subregional market. 

Provision is made for measures to rationalize 
existing industries whose production is not sub- 
ject to programming, with due regard to their 
installed capacity, technical and financial assist- 
ance requirements, manpower training needs, 
and the possibilities for specialization and co- 
operation as between enterprises of a similar 
type. 

The programming of industry in the subregion 
is also to be based on the adoption of common 
provisions and the harmonization of norms 
with respect to the treatment accorded to foreign 
capital—including such questions as brands, 
patents, licences and royalties—legislation on 
industrial development, and instruments and 
mechanisms for the regulation of foreign trade 
with a view to the adoption of a common trade 
policy vis-a-vis third countries. The system of 
multinational enterprises, for which a common 
régime is to come into force by mid-1971, should 
constitute the basic framework for the operation 
of new plants and the rationalization of those 
already in existence. Such enterprises shall also 
aim at making more effective use of the invest- 
ment opportunities provided by the subregional 
market and of the productive resources of the 
subregion, as well as at strengthening its bar- 
gaining power in negotiations for obtaining 
foreign capital and the transfer of technology. 


In the industrial sector the linkage between 
the Subregional Agreement and the Andean 
Development Corporation is even closer than 
elsewhere. It will guarantee the Corporation’s 
technical and financial contribution to the joint 
programming and placing of investment and 
to the financing of specific projects undertaken 
in compliance with industrial and plant ration- 
alization agreements. 


In the agricultural sector, the objectives pur- 
sued by the parties to the Agreement are the 
formulation of a common policy and the pre- 
paration of an indicative plan. Accordingly, 
they are to harmonize their national policies 
and co-ordinate their agricultural development 
plans, with a view to raising the level of living 
of the rural population, increasing production 
and productivity, and promoting specialization, 
subregional import substitution and the diversi- 
fication and expansion of exports. To attain 
these objectives, the subregion will adopt pro- 
grammes and agreements designed to encourage 
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agricultural ‘ development, to safeguard the 
supply of agricultural commodities, to promote 
exports, to forge links between State marketing 
agencies and the official bodies responsible for — 
the planning and implementation of agricul- 
tural policy, and to further joint action in the 
fields of technical and financial assistance, ap- 
plied research and plant and animal health, 


To solve the infrastructural problems which 
are affecting the subregional integration process, 
especially those hampering the implementation 
of the sectoral programmes, the countries of the 
subregion will take concerted action in the 
form of the adoption of specific programmes 


and projects, mainly in the fields of energy, 


transport and communications. These pro- 
grammes will be administered and executed by 
multinational agencies or enterprises. 

The countries of the subregion undertake to 
co-ordinate their national financial and pay- 
ments policies, systematically and progressively, 
with a view to channelling public and private 
savings into the financing of subregional invest- 
ment and trade; facilitating the movement of 
capital; and seeking solutions for exchange and 
payments problems in the subregion and with 
LAFTA, as well as for the problems deriving 
from double taxation. 

(iii) Special treatment for Bolivia and 
Ecuador, The Agreement establishes special 
treatment for Bolivia and Ecuador, with the 
purpose of enabling them to attain a more 
rapid rate of economic growth, through their 
effective and immediate participation in the 
benefits deriving from industrial development in 
the area and from trade liberalization. In the 
first place, provision is made for giving Bolivia 
and Ecuador differential treatment and providing 
them with sufficient incentives to compensate 
for their structural deficiencies; and, secondly, 
priority is assigned to them in the allocation of 
production and the resulting location of indus- 
tries in their territories. Similar advantages and 
incentives are to be included in the programmes 
relating to agriculture, financial and technical 
co-operation and infrastructure; in the last- 
named field, special attention will be devoted to 
the problems originating in the characteristics 
and position of the territories of Bolivia and 
Ecuador, 


In order to ensure the effective and immediate 
participation of the products of Bolivia and 
Ecuador in the subregional market, the special 
treatment includes the speeding-up of liberali- 
zation measures so as to afford goods produced 
in those countries free access to the territories 


of the other signatories seven years before this 
treatment will be in full operation among the 
other parties to the Agreement. Furthermore, as 
from 1971 a list of selected products of Bolivia 
and Ecuador is to be completely exempt from 
duties and charges in the countries of the sub- 
region. Provision is also made for the establish- 
ment of exclusive margins of preference in 
favour of products of special interest to Bolivia 
and Ecuador. Liberalization of trade in the 
_ products included on the Common Schedule will 
not affect the advantages not extended to other 
States which the other members of the subregion 
have granted to Bolivia and Ecuador in the 
framework of LAFTA. 

In their turn, Bolivia and Ecuador are to 
eliminate duties and charges on their imports 
from the subregion and to adopt its common 
external tariff, in conformity with a programme 
under which the process of implementing these 
commitments may begin in the seventh year 
from the entry into force of the Agreement, and 
be completed in 1985. Products included in the 
lists of exceptions drawn up by Bolivia and 
Ecuador will be exempted from duties and 
charges only by 1990; moreover, the permitted 
number of products will be larger than in the 
case of Chile, Colombia and Peru. Different 
and more flexible treatment is also established 
with regard to the assumption of the commit- 
ments stemming from the harmonization of 
legislation on industrial development and the 
application of the common external tariff. 

(iv) Institutions of the Agreement. The ad- 
ministration and implementation of the pro- 
gramme will be the responsibility of the Com- 
mission constituted by representatives of the 
Governments, which is to formulate over-all 
subregional integration policy, and of the Board, 
composed of three members, which is to super- 
vise the application and implementation of com- 
mitments and to submit proposals to the 
Commission designed to speed up or facilitate 
compliance. The decisions of the Commission, 
with some exceptions already agreed upon in 
certain specific fields and in relation to the 
special treatment for Bolivia and Ecuador, will 
be adopted by the affirmative vote of two thirds 
of the member countries. 

Through a Consultative Committee and an 
Economic and Social Advisory Committee closer 
links will be established between the organs of 
the Agreement, the member Governments and 
the entrepreneurial and labour sectors in the 
countries concerned. Any differences of opinion 
arising with regard to the interpretation or ap- 
plication of the Agreement will be settled by 


the Commission, or by application of the pro- 
cedures laid down by LAFTA. 

In July 1969 the Standing Executive Com- 
mittee of LAFTA declared the Subregional In- 
tegration Agreement compatible with the prin- 
ciples and objectives of the Montevideo Treaty 
and with resolution 203 (CM-II/VI-E). The 
Agreement will enter into force when three 
States of the subregion have transmitted their 
instruments of ratification to the Executive 
Secretary of LAFTA, and will remain in force 
for such time as the commitments undertaken 
within the general framework of the Montevideo 
Treaty are not extended to the point of super- 
seding those established in the Agreement. 


(c) Andean Development Corporation 


The Andean Development Corporation must 
become the motive force of Andean integration, 
since the industrial development programmes 
which are the basic objectives of such integra- 
tion can hardly be carried out without consider- 
able financial assistance, coupled with systematic 
action to promote new investment. This is also 
true of the measures designed to rationalize 
and supplement existing production. It is not 
out of place to point out the inconsistency 
between a discretional system of customs safe- 
guards and the goals of an integration process 
aimed at accelerating economic development 
through changes in the forms of production, or 
to stress that adjustments in the face of com- 
petition and of participation in the newly created 
demand must be achieved primarily with finan- 
cial and technical assistance. 

Indubitably, the contributions from other 
sources of financing and technical co-operation 
inside and outside the region will continue to 
be particularly useful in securing those aims. 
Such aid will be still more effective, however, 
if it is channelled through an instrument of the 
subregional system itself. The direct links be- 
tween the Andean Development Corporation and 
the organs of the system—especially the Board— 
and their common objectives will help to prevent 
dispersion of efforts and to concentrate such 
financing in sectors which are important for 
subregional development. These links will facili- 
tate the execution of programmes undertaken by 
the organs of the Agreement, since the discre- 
tional powers of the Andean Development Cor- 
poration to prepare and promote projects of 
subregional interest, without the compulsory 
and complex negotiations that must be conducted 
at the level of the Board and the Commission, 
will expedite and make more flexible the search 
for solutions to the problems that may arise 
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in the implementation of the subregional Agree- 
ment. 

More specifically, attention is drawn to the 
joint or complementary role which may be 
played by the Corporation and the Pre- 
investment Studies Fund of the Inter-American 
Development Bank in preparing projects of 
interest to the subregion. Likewise, the possibility 
of establishing contact between the Andean 
Development Corporation and national industrial 
development agencies will enable the latter to 
expand their investments and, through the 
Corporation, to co-ordinate their action on a 
multinational basis within the scope of the 
subregion’s objectives. 


The Corporation was set-up by public law 
primarily to promote integration through the 
optimum utilization of the subregion’s possibil- 
ities and resources. To that end it will encour- 
age or participate in the establishment of pro- 
duction or service enterprises and will provide 
financial or technical assistance in expanding, 
modernizing or converting those already in 
existence. These activities will be guided by 
the principles of rational specialization and an 
equitable distribution of investment in the sub- 
region, taking into account the need for effective 
action in favour of the economically relatively 
less developed countries. 

The agreement establishing the Corporation 
was signed at Bogota in February 1968 by the 
six Governments signatories of the Declaration 
of Bogota; it has been ratified by the Congresses 
of Colombia and Peru and only one more rati- 
fication is necessary before it can enter into 
force. The headquarters of the Corporation are 
at Caracas, but agencies, offices or representa- 
tives can be established in the other participating 
countries, or outside them wherever this would 
facilitate its operations, 


3. Tur CENTRAL AMERICAN ComMMON MARKET 


(a) General observations on the Central Amer- 
tcan Common Market 


From the outset, the Central American coun- 
tries viewed integration as a process that would 
move in stages towards the formation of a single 
regional structure and would, over a period of 
time, complement and support the external sector 
by opening up markets, promoting a wide- 
ranging policy of import substitution and re- 
structuring economic relations with the rest of 
the world. 


Eighteen years have elapsed since the Central 
American Governments first expressed their 
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interest in starting an integration programme, a 
period which can be divided into four separate 
stages. Between 1951 and 1958 the basic research 
was undertaken and the fields and activities in 
which the process of economic integration might 
begin were identified. From 1958 to 1962 the 
agreements establishing the Central American 
Common Market (CACM) were signed. Over 
the next four years improvements were made in 
the free-trade area and the common external 
tariff, and the regional institutions set up under 
the General Treaty on Central American Eco- 
nomic Integration were strengthened. During the 
same period, as a result of the opening up of 
markets, adjustments were made in the new 
regulations governing competition among na- 
tional sectors of production and certain economic 
policy decisions. 


In 1966 a period of review, adjustment and 
control began. Measures were taken to co- 
ordinate the major elements of national eco- 
nomic policy and to establish relations between 
the Central American and other countries. Over 
the past three years there has been more and 
more of a regional approach to decisions on 
investment, production and distribution, although 
at the same time a series of problems has arisen, 
mainly relating to fiscal matters, balance-of- 
payments problems and distortions in intra- 
area trade, and attributable both to the growing 
dynamism of the Common Market and to the 
influence of external-sector trends upon it. 
Concern has also been aroused by the fact that 
an increasing number of the Central American 
enterprises that grew up as a result of economic 
integration have been taken over by foreign 
companies in recent years. The way in which 
these problems have been tackled shows that 
the Central American Common Market, far from 
being affected by them, continues to be a major 
enterprise which is not only on the move 
—intra-area trade now accounts for one fourth 
of all its foreign trade—but which has regional 
organs capable of taking important steps at the 
right time—as is evident from the San José 
Protocol regarding emergency measures to pro- 
tect the balance of payments—and which consti- 
tutes an adequate framework for joint action 
in relations with third countries. 


(b) Development of the Central American 
Common Market 


The Central American Common Market was 
virtually complete in 1966, as regards the estab- 
lishment of the Central American free-trade 
area and the adoption of the Central American 


Customs Tariff; its members are Costa Rica, 
E] Salvador, Guatemala, Honduras and Nicara- 
gua. 


Over the past three years, progress has been 
made in liberalizing trade in goods produced 
in the area and with respect to the common 
tariff for imports of goods from third countries. 


As a result, restrictions are still applied to 
trade in only a very few goods produced in the 
area and a mere handful of tariff headings 
remain liable to national customs duties or 
charges, the latter owing to differences in 
levels of development, problems of competition, 
the protection of certain productive activities 
and the fiscal needs of the various countries. 


(i) Free trade and regional trade. Only 96 
of the 1,274 tariff sub-items in the Standard 
Central American Customs Nomenclature 
(NAUCA) were subject to restrictions in 1966, 
Between 1966 and 1968, trade in 51 of these 
was freed when three regional agreements en- 
tered into force; this meant that the Central 
American countries had freed trade in goods 
produced in the area for a total of 1,229 sub- 
items, or 96 per cent of the total. The third 
Protocol to the General Treaty liberalized trade 
in paper and glass containers between Nicara- 
gua and the other countries members of the 
Common Market; the Special Agreement on the 
Equalization of Import Duties and Charges on 
Rayon Fabrics and other Artificial or Synthetic 
Fibres and the second Managua Protocol helped 


to free certain groups of textile goods that. 


were dependent upon the equalization of tariffs 
on their raw materials, while the Special Pro- 
tocol on Basic Grains laid down guidelines for 
a joint policy with respect to imports of such 
commodities. It should be noted that, of the 
45 sub-items that are still restricted, 19 are 
restricted multilaterally and the remainder are 
restricted in trade between pairs of countries, 
while the goods are mainly traditional exports 
(coffee, cotton, sugar), goods produced under 
state control (cane spirit) and goods which 
present special problems (wheat, wheat flour, 
tobacco and petroleum products). 


Intra-area trade began to grow rapidly after 
the entry into force of the General Treaty and 
the protocol on tariff equalization in 1961; it 
gained momentum in 1963 when Costa Rica 
acceded to the basic regional agreements, and 
accelerated in 1966 at the end of the five-year 
transition period leading to free trade. Intra- 
area trade, which totalled 37 million dollars in 
1951, amounted to 173 and 214 million dollars 
in 1966 and 1967 respectively, and the 1968 


figure was estimated at some 255 million dol- 
lars. Cumulative annual growth rates were as 
follows: 14.2 per cent over the period 1950-60, 
30 per cent during 1960-63 and 31 per cent 
during 1960-67. Manufactures remain the main 
compenent of intra-area trade, and the dispari- 
ties between the different countries’ shares of 
such trade have been reduced. Trade between the 
countries signatories of the General Treaty 
accounts for approximately 25 per cent of their 
total imports as a group in 1968 compared with 
only 6 per cent in 1960. 


The growth of intra-area trade and the need 
to take better advantage of this process led the 
Central American Governments to improve cer- 
tain of the institutional aspects which comple- 
ment the Central American Common Market. 
For example, in 1967 and 1968 regulations came 
into force for the application of the Uniform 
Central American Customs Code, established in 
February 1965, as well as regulations estab- 
lishing procedures for settling disputes on mat- 
ters of trade and the application of agreements 
for the area. In June 1968, the Governments 
signed the Central American Agreement on 
the Protection of Industrial Property; this is 
designed to meet the need for regional standards 
for policy and procedures governing the use of 
trade marks, brand names, and publicity slogans 
and signs, which, because of their great diversity, 
had created certain obstacles to free trade within 
the area. The regional institutions also agreed 
upon ways and means of regulating the internal 
market and external supply of dairy products as 
from 1969, based on the provisions of the 
San José protocol on tariff equalization. A regu- 
lation to standardize the customs procedures 
applicable to goods coming under the free-trade 
régime is awaiting approval and will mark a 
further step towards the facilitating of trade, the 
reduction of land transport costs and_ the 
speeding up of frontier clearance formalities 
for freight-carrying vehicles. In the immediate 
future, greater attention will have to be paid 
to regulatory machinery for protection against 
unfair competition and monopoly practices; 
some thought must also be given to the effects 
of the attitude adopted by foreign investors 
upon taking over Central American enterprises 
that have grown up in the shelter of the inte- 
eration and import substitution policies. 

(ii) Tariff equalization and customs policy. 
Over the past three years, the regional author- 
ities of the Central American Common Market 
have focused their attention on the renegotiation 
of existing standard customs duties and charges 
rather than on the completion of the Standard 
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Central American Customs Tariff. Consequently, 
while standard tariffs were renegotiated for over 
forty headings for products, tariffs were only 
equalized for two new headings. At the end of 
1967, this left thirty-one tariff headings still 
awaiting equalization. The main obstacle to 
standardizing the level of tariffs stems from the 
fact that the sub-items outstanding account for 
some 15 per cent of both total imports and the 
customs revenue of Central America. They relate 
mainly to passenger cars, petroleum products, 
broadcasting equipment, electrical appliances, 
wheat and wheat flour. In the majority of cases, 
in order to equalize the tariffs for these items, 
a number of special fiscal agreements would 
have to be signed en bloc and a co-ordinated 
regional policy would have to be adopted with 
respect to assembly activities and agricultural 
development. 


As more and more standard tariffs for im- 
ports from third countries have been renego- 
tiated, it has become apparent that the renegotiat- 
ing machinery currently in use is slow and 
cumbersome, and that a long time elapses 
between the signature of an agreement and its 
entry into force. For this reason, the Central 
American institutions and Governments carried 
out a number of studies in 1966, and in 1967 
drafted guidelines for a new agreement to make 
the process of renegotiation and also the re- 
gional coverage of standard customs duties and 
charges more flexible, on the basis of a system 
of margins, approved by the respective legisla- 
tive assemblies, within which the regional au- 
thorities would be able to establish tariff levels 
by multilateral agreement. In addition, efforts 
are being made to complete tariff legislation, to 
demarcate the respective jurisdictions of port 
and customs authorities at points of entry for 
foreign goods, and to formulate an agreement to 
combat smuggling and fiscal fraud. 


(iii) Industrial and agricultural development. 
The increase apparent each year in the volume 
of intra-area trade is mainly accounted for by 
trade in manufactures, owing to the establish- 
ment of new plants, the expansion of those in 
existence and the use of idle capacity, and, to 
a lesser degree, to the development of the basic 
transforming industries. 


Industrial investment over the past three 
years has been concentrated in glass manufac- 
tures (Guatemala and El Salvador), petroleum 
refining (Costa Rica and Honduras), tires 
(Costa Rica), caustic soda and_ toxaphene 
(Nicaragua), textiles (Honduras) and pharma- 
ceutical products and medicines in various coun- 
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tries. The Permanent Secretariat of the General 
Treaty intends to give priority during 1969 to 
the improvements of regional industrial policy 
instruments, the development and modernization 
of certain branches of industry (assembly plants, 
petrochemicals, pharmaceutical, and various raw 
materials and intermediate goods industries), 
the provision of advice on industrial pro- 
gramming, the improvement of the Central 
American Common Market for manufactures, 
and investment policy in the manufacturing 
sector. 


Efforts to formulate a common agricultural 
policy have focused in the main on commodities 
for domestic consumption, and the liberaliza- 
tion of trade and equalization of tariffs in 
respect of the majority of agricultural com- 
modities Governments and regional authorities 
will have to take more intensive steps in the 
next few years to broaden the scope of joint 
agricultural policy. 

(iv) Development of the infrastructure. Under 
the economic integration programme, attention 
has also been devoted to the preparation of 
studies for projects and programmes designed to 
provide the Central American Common Market 
with an infrastructure. Several years have been 
spent on research on the formation of an ade- 
quate stock of social overhead capital for the 
region, including the development of a regional 
road system, the adoption of agreements to 
regulate motor transport, the establishment of 
a fund for social infrastructure projects and the 
establishment of a Central American telecom- 
munications system. The possibility of inter- 
connecting electricity networks has also been 
explored, water resources are currently being 
evaluated and port and sea and land transport 
services are being improved. 


In 1969, it is intended to start work on the 
formulation of a regional investment plan for 
physical integration. The first step will be an 
inventory and evaluation of the public invest- 
ment projects and programmes included in the 
development plans of each country, and their 
co-ordination with specific proposals made by 
the Central American authorities. The ground- 
work for a study on the development of multi- 
national river basins will be laid, and efforts 
will be made to secure all the external financing 
and technical assistance required for projects 
and programmes in the next few years. 


(v) Customs union. Several of the com- 
ponent elements of a customs union have already 
been envisaged in the legal institutional frame- 
work of the Central American Common Market. 


The activities to be carried out in the near 
future, in line with the commitments undertaken 
by the Central American Governments in the 
General Treaty and in the Declaration of the 
Presidents of America, will relate to the estab- 
lishment of a complete customs union and to the 
free movement of the factors of production. 


As regards the trade and fiscal implications of 
the customs union, 1968 marked the initiation 
of studies designed to shed some light on the 
nature and scope of the agreements that might 
be adopted in the matter, and an evaluation of 
the economic effects that a more advanced stage 
of economic integration might have on the area, 
on the basis of the preliminary studies begun 
in 1964 in implementation of resolutions adopted 
by the Central American Economic Co-operation 
Committee. In these studies account is taken of 
the guiding principles laid down at several 
Central American meetings and of the conditions 
in which the respective public sectors operate 
in fiscal and balance-of-payments questions. The 
studies also entail an examination of labour 
mobilization problems, and of measures to fa- 
cilitate the launching of programmes for the 
mobilization of manpower according to each 
country’s growing needs. In this respect, men- 
tion must be made of the studies carried out 
with a view to formulating a Central American 
migration treaty, and the action taken by 
university authorities to extend the recognition 
of professional activities and their exercise 
throughout the area. Similarly, the free move- 
ment of capital has been facilitated, mainly 
through compensatory payments agreements, and 
will be intensified once the studies on harmoni- 
zation of foreign exchange systems, trading 
association laws, and securities have been com- 


pleted. 


The system of economic integration which 
Central America is to build up around the con- 
cept of a customs union must, in any case, be 
based on agreements. It should not be forgotten 
that this is an intermediate stage in the process 
of integration towards the final attainment of 
a single economic structure. 


(c) Financial and balance-of-payments questions 


The entry into force in November 1968 of 
the Protocol to the General Treaty on Central 
American Economic Integration concerning 
emergency measures to protect the balance of 
payments marked the culmination of a lengthy 
succession of studies, activities and meetings, 


which began in 1964. The object of the studies 


was to outline a regional policy on fiscal and 
balance-of-payments questions, adopt common 
short-term measures to stabilize the balance of 
payments, create more favourable conditions for 
sustained economic development in the area, 
maintain monetary stability, and consolidate the 
level of economic integration reached by the 
Central American countries. 


Information on the situation in mid-1968 
indicates that it is likely to have improved in 
1969—in some countries at least—as a result 
of the increase in exports in the previous year, 
and of the application of national measures to 
reinforce the regional measures adopted in 1968, 
whose effects should now be discernible. 


The Central American integration authorities 
have agreed on two types of measures—emer- 
gency and permanent—to help the countries to 
deal with their fiscal and balance-of-payments 
problems. The emergency measures relate to the 
implementation of provisions contained in the 
Protocol to the General Agreement, and the 
permanent measures to various aspects of eco- 
nomic policy approved by the Central Amer- 
ican integration agencies. 


Special attention has been paid to the financ- 
ing of regional integration. From the outset, it 
was considered that Central America should have 
a financial institution to promote productive and 
infrastructure projects in the area and to channel 
the external resources destined for economic 
integration. The progress in integration made by 
the Central American Common Market is mainly 
attributable to internal action and to support in 
the form of external financial assistance. At 
present, ways are being sought to increase the 
volume of external financing, still further diver- 
sify the sources of credit, facilitate the securing 
of loans from international institutions, and 
stimulate internal organizational action with a 
view to increasing the area’s capacity to absorb 
external capital. 


The Central American Bank for Economic 
Integration, which began operating in 1961, 
has administered the Central American Eco- 
nomic Integration Fund since 1966. During 
the period from the Bank’s establishment to 
November 1968, it increased its resources from 
20 to 207.4 million dollars, and in recent years 
it has diversified its sources of external financ- 
ing. 

In order to implement the recommendations 
of the American Chiefs of State in 1967, a 
working group was set up, comprising repre- 
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sentatives of the Central American Bank for Eco- 
nomic Integration, the Permanent Secretariat 
of the General Treaty on Central Amer- 
ican Economic Integration, ECLA, the Inter- 
American Committee on the Alliance for Pro- 
gress, the Inter-American Development Bank, 
ihe International Bank for Reconstruction and 
Development, and the International Monetary 
Fund, to identify integration projects, examine 
the stage of preparation reached, estimate the 
technical assistance needed to submit the pro- 
jects to financing agencies, and determine the 
additional financing required. 


The Central American agencies consider that 
the next stage of the economic integration pro- 
gramme will entail 800 to 1,000 million dollars’ 
worth of external financing and technical as- 
sistance merely to cover investment require- 
ments. Accordingly, they are preparing a 
regional investment programme, and in the 
meantime have selected four groups of projects 
which can feasibly be financed. 


(d) Process of convergence between 


CACM and LAFTA 


Also in accordance with the Action Pro- 
gramme of the American Chiefs of State, the 
LAFTA/CACM Co-ordinating Committee was 
established in September 1967, for the purpose 
of guiding the process of convergence between 
the two integration movements. At a meeting at 
San Salvador in July 1968, the Presidents of 
the Central American countries again pledged 
support for the forging of increasingly close 
ties with neighbouring countries and other sub- 
regional integration movements, and for the 
process of convergence between CACM and 


LAFTA. 


At the meeting of the Co-ordinating Com- 
mittee held at Port-of-Spain in September 1968, 
the Central American countries took the posi- 
tion that until some progress has been made in 
important aspects of the process of convergence, 
it would be useful to adopt a clause establish- 
ing exceptions for Latin American countries on 
a temporary and short-term basis, whereby ad- 
vantages would be extended to them as part 
of the integration movement, without such ad- 
vantages being extended to third countries with 
which agreements containing the most-favoured- 
nation clause have been signed. In accordance 
with this procedure, Central America would 
operate as an economic unit. In the process 
of convergence it would be necessary to define 
the special treatment to be given to the eco- 
nomically relatively less developed countries 
in order to ensure their effective participation. 
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(e) Legal status of the multilateral economic 
integration treaties 


The first multilateral economic integration 
agreement was signed in 1965. From that year 
until December 1968 the Central American 
Common Market approved twenty-nine region- 
al treaties which are deposited with the Organ- 
ization of Central American States (ODECA). 
Five of these instruments regulate the free trade 
area, ten establish the standard customs tariff, 
six relate to industrial development, one to 
agricultural development, four to transport and 
telecommunications, and three to financial ques- 
tions, the balance of payments and regional 
institutions. ei 


The experience of the Central American 
Common Market has shown that it is necessary 
to shorten the period which the countries have 
sometimes required to put regional integration 
agreements into effect. This has been a source 
of concern to Central American Governments 
and institutions, and also to private enterprise, 
particularly during the last two years and they 
are all obviously anxious to make a concerted 
effort to put all the agreements concluded thus 
far into effect. By January 1969 only three of 
the twenty-nine agreements concluded had not 
yet entered into force, and the regional agen- 
cies are exploring ways of expediting the neces- 
sary action in this respect. 


4. RECENT STEPS TOWARDS MULTILATERAL CO- 
OPERATION AND ECONOMIC INTEGRATION IN 
THE CARIBBEAN 


The Caribbean Governments, prompted by 
the desire to raise the living levels of their 
peoples, are at present trying to reorient their 
economies by intensifying and liberalizing trade, 
and adopting policies designed to foster the 
closer co-ordination of development in the sub- 
region. The nature of the production process 
and of trade relations has been determined by 
historical ties with metropolitan centres, the 
fact that the countries are isolated from one 
another, differences in constitutional status 
and, to some extent, participation in different 
economic and political groupings. Production 
and trade are based on a few items—mainly 
primary commodities—and are characterized by 
heavy dependence on imports from those same 
metropolitan centres for production itself and 
consumption. In addition to their relative isola- 
tion, these economies are handicapped by small 
domestic markets which limit their potential for 
growth and diversification. Before they can co- 
operate effectively with one another, their na- 


tional systems must be restructured as part of a 
multilateral programme of subregional scope. 


The first step towards the formulation of such 
a programme was taken by the Governments of 
Antigua, Barbados and Guyana when they 
adopted the original text of the Agreement for a 
Caribbean Free Trade Association (CARIFTA) 
in December 1965. Although this Agreement 
was not put into effect, it laid the bases for 
further negotiations aimed at enlarging the 
_ membership and scope of the Association. Thus 
in 1967, a multilateral programme with the 
following aims was approved: 

(a) To conduct negotiations for the forma- 
tion of a free trade area to enter into force on 
1 May 1968; 

(b) To draw up a charter for a regional 
development bank, to enter into operation on 
the same date; and 

(c)To request ECLA to carry out studies and 
make proposals for furthering the integration 
process. 

After intensive negotiations, the Ministers 
of Trade approved the revised text of the Agree- 
ment of the Association, and the free trade area 
was brought into operation on 1 May 1968 with 
four members, Antigua, Barbados, Guyana, and 
Trinidad and Tobago. By August 1968, Ja- 
maica, the West Indies Associated States— 
Dominica, Grenada, St. Kitts-Nevis-Anguilla, 
and St. Lucia—and the colonies of Montserrat 
and St. Vincent had joined the Association. 


(a) Main features of the co-ordination process 
in the Caribbean 


(i) The Caribbean Free Trade Association 
(CARIFTA). The cardinal principle of the 
CARIFTA Agreement is the immediate removal 
of all barriers to trade in goods originating in 
the subregion. Therefore, except for the re- 
served commodities which are governed by 
transitional arrangements, all tariffs among the 
member countries were abolished as soon as 
the Agreement entered into force. As regards 
the items on the reserve list, customs duties 
are to be removed over a five-year period by 
the more developed countries, namely, Barba- 
dos, Guyana, Jamaica, and Trinidad and To- 
bago, and over a ten-year period by the less 
developed countries—the West Indies Asso- 
ciated States, coupled with Montserrat and St. 
Vincent. 

The primary considerations in compiling the 
reserve list were to avoid possible disloca- 
tions in production in a member country re- 
sulting from the abolition of tariffs, and to 
avoid as far as possible a sudden loss of revenue 


owing to the abrupt reduction of import duties 
on goods which had formerly been an im- 
portant source of fiscal income. By gradually 
liberalizing trade on these items, it is hoped 
that the countries will be able to make the 
necessary adjustments to handle such prob- 
lems. A longer transition period has been 
granted to the West Indies Associated States, 
which have been designated as economically 
relatively less developed, because of their lower 
level of economic development, their need for 
greater protection of existing and potential 
industries and their inability to withstand a 
sudden and sharp reduction in revenue from 
import duties, which in some cases provide as 
much as 47 per cent of fiscal income. 


The products on the reserve list are of par- 
ticular interest to the West Indies Associated 
States and fall into two categories. The first 
comprises three products on which import 
duties will be lifted immediately by the more 
developed countries, while the less developed 
countries will have ten years in which to do so. 
The second category contains thirteen products 
on which the duties must also be abolished in 
ten years by the latter group and in five years 
by the more developed countries. 

In addition, the Agreement provides for spe- 
cial arrangements for phasing out the “effective 
protective element” in revenue duties. This pro- 
vision will ensure that similar goods, whether 
domestically produced or imported from an- 
other CARIFTA country, will receive the same 
tax treatment at the end of the transition per- 
iod. For these purposes, the “effective protec- 
tive element” is defined as the difference be- 
tween the import duty and the excise duty. 
Products subject to these arrangements are di- 
vided into groups, depending on whether the 
phasing out is to take place within five years 
for all countries, or whether it is to be achieved 
over a five-year period by the developed coun- 
tries and over a ten-year period by the less 
developed countries. The duties to be eliminated 
over a five-year period should be reduced an- 
nually by 20 per cent commencing on 1 May 
1969, but for those to be abolished over a ten- 
year period, the reduction must be so phased 
as to total not less than 50 per cent on 1 May 
1973 and 100 per cent by 1 May 1978. More- 
over, the Agreement forbids the levying of du- 
ties on exports between CARIFTA countries, 
while providing for the Associated States to 
phase them out over ten years. 

In keeping with the principle of rapidly ac- 
celerating trade liberalization, the Agreement 
prohibits quantitative restrictions on trade be- 
tween CARIFTA countries with specific excep- 
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tions. To guard against deflections in trade 
that might arise because individual countries 
maintain their own levels of duty against third 
parties, regulations were established for speci- 
fying the origin of goods to qualify for area 
tariff treatment. The Agreement also contains 
provisions for the approximation of incentives 
to industry, and with its entry into force, cer- 
tain stand-still arrangements began to be ap- 
plied. 

The Agricultural Marketing Protocol to the 
CARIFTA Agreement requires member coun- 
tries not to import certain stipulated products 
from third countries until they have used up 
the supplies available in the CARIFTA sub- 
region. Underlying this basic principle is the 
concept that agricultural —production should 
eventually be co-ordinated among the member 
countries, but until such co-ordination takes 
place, member countries may develop their do- 
mestic agriculture through quantitative restric- 
tions on imports, government subsidies and 
price supports for farmers. In this respect, too, 
the Agreement envisages special treatment for 
the economically relatively less developed coun- 
tries. 


(ii) The Eastern Caribbean Common Market 
(ECCM). The members of CARIFTA have 
agreed to advance the process of integration 
by establishing the ECCM to operate within 
the Association. The Common Market, com- 
prised of the Associated States, came into opera- 
tion on 15 July 1968. 


The primary consideration in formulating 
these arrangements were to create a common 
market that would work smoothly within the 
free trade area, through which the relatively 
less developed countries could jointly take ad- 
vantage of the concessions offered to them in 
CARIFTA; and also to harmonize the approach 
of the Associated States in the main fields of 
economic policy, thereby eliminating as far as 
possible the restrictions which inhibit the 
movements of production factors between them. 


The major principles in the ECCM Agree- 


ment are as follows: 


(1) The elimination as between participants, 
of customs duties and quantitative re- 
strictions on the importation and expor- 
tation of goods, as well as of all other 
measures with equivalent effect; 


The establishment of a common customs 
tariff and common trade policies; 


The abolition of obstacles to the free 
movement of services and capital and 
the phased removal of obstacles to the 


(2) 
(3) 
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freedom of movement of persons within 
the Common Market; 


The progressive harmonization of in- 
vestment and development policies, in- 
cluding industrial development, develop- 
ment planning, and treatment accorded 
to non-resident business establishments; 
The co-ordination of currency and finan- 
cial policies; 

The progressive harmonization of taxa- 
tion policies and incentive legislation in 
order to promote the equitable distribu- 
tion of industries among the Associated 
States; 

A co-operative approach to infrastruc- 
tural development, especially in the fields 
of transport and communications; 

A common policy for agricultural de- 
velopment. 


(4) 


(5) 
(6) 


(7) 


(8) 


(iii) Exclusions and exceptions in the Agree- 
ments. Both the CARIFTA and the ECCM 
Agreements provide that binding arrangements 
concluded contractually between members of 
the private sector and a participating Govern- 
ment prior to the operative date of the trade 
agreements would be excluded from the trade 
liberalization measures in the first instance. 
The products affected would continue to re- 
ceive the benefits of the contractual arrange- 
ments in the individual country concerned. 
However, the country concerned must report 
regularly to the Council on the steps being taken 
to reconcile its contractual obligations with the 
provisions of the Agreements. Other member 
countries are empowered not to extend area 
treatment to such products. 


In addition, it is recognized in both Agree- 
ments that a country which is faced with bal- 
ance-of-payments problems or other difficulties 
in particular sectors may resort to the imposi- 
tion of quantitative restrictions or generally 
limit its imports to remedy the situation. The 
arrangements therefore provide for a member 
country to limit imports from other partici- 
pants under such circumstances, after notifica- 
tion to the Council. A similar provision is made 
for limitation of imports from other member 
countries during the first five years of opera- 
tion of the Agreements if difficulties in partic- 
ular sectors are adversely affecting demand and 
employment. 


(b) Present situation: problems and obstacles 
The implementation of these new arrange- 


ments under the CARIFTA and ECCM Agree- 


ments brought into focus a range of problems 


relating to the supervision of trade and the 
administration of the various provisions. A 
general major problem has been that of ar- 
riving at a measure of uniformity for the treat- 
ment of CARIFTA goods in both customs regu- 
lations and procedures. In a few cases there 
have been specific problems of interpretation of 
some provisions in the CARIFTA Agreement, 
and this has necessitated re-examination of the 
text by the Council and the Governments, chiefly 
the provisions relating to the origin of goods, 
breaches of the arrangements, treatment for 
marine products, etc. 

The Council of CARIFTA has accordingly 
established a secretariat in Guyana. Supervision 
of the ECCM Agreement has been entrusted to 
the existing intergovernmental _ secretariat 
serving the Associated (West Indies) States. 


Trade in agricultural commodities raises 
special problems relating to subregional import 
substitution policy, the lack of information, 
and the need to encourage national specializa- 
tion so that each country can fully exploit its 
possibilities of producing the items in which it 
has a comparative advantage. Another problem 
is the establishment of an area price for each 
commodity as required by the Agricultural Mar- 
keting Protocol. 

While unusually rapid progress has been 
made in forming CARIFTA and the ECCM, the 
establishment of the Caribbean Development 
Bank, the draft charter of which is still await- 
ing the approval of the Ministers of Finance, 
has advanced very little. 


(c) The prospects for evolution 


The recommendations made to the Govern- 
ments on the subject of closer economic co- 
operation and the decisions that were subse- 
quently taken imply that creation of the free 
trade area is regarded as the initial step in a 


wider programme of multilateral economic co- 
operation. The decisions included the authoriza- 
tion of studies of other measures that might be 
implemented to further the integration process. 
Among these, the CARIFTA member Govern- 
ments allocated high priority to the prepara- 
tion of a common external tariff. 


Clearly, the Governments envisaged the pos- 
sibility that the process would not necessarily 
be limited to trade but would be extended to 
production as well. CARIFTA already has pro- 
visions that will not become operational until 
agricultural production has been co-ordinated 
among the member countries. Moreover, the 
Governments set forth the principle that certain 
industries may require for their economic via- 
bility the whole or a large part of the entire 
subregional market under the protection of a 
common external tariff or other suitable instru- 
ment. Accordingly, they authorized the imple- 
mentation of studies to formulate criteria for 
application to such industries and their location, 
with special regard to the situation of the rela- 
tively less developed countries. These additional 
steps are to be supplemented by the harmoniza- 
tion of incentives for industry. 


(d) CARIFTA and a wider Latin America 


When concluding the arrangements for the 
Free Trade Association the CARIFTA Govern- 
ments were conscious of the need to develop a 
higher level of co-operation throughout the 
whole Caribbean subregion, and therefore made 
provision for the accession of other countries 
to the Agreement. Some members have evinced 
a keen desire for CARIFTA to be associated 
with the process of convergence initiated be- 
tween LAFTA and the CACM and, if and when 
appropriate, with the subregional integration 
agreement of the countries of the Andean 
Group. 
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